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Abstract 


The  purposes  of  this  seminar  were :  ( 1 )  to  review  present 
experience  on  the  development  of  health  care  costs, 
financing,  the  role  of  health  insurance  and  institutional 
relationships  between  public  and  private  health  insur- 
ance policies;  (2)  to  compare  the  expectations  of  indi- 
viduals as  consumers  versus  payers  of  health  care  serv- 
ices; (3)  to  attempt  to  evaluate  the  impact  of  cost- 
sharing  policies  on  the  growth  and  development  of  the 
cost  of  health  care  services;  (4)  to  suggest  ways  of 
improving  consumer  participation  in  the  decision- 
making process  at  the  policy  level;  and  (5)  to  discuss 
alternative  possible  new  patterns  of  providing  health 
insurance. 
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Foreword 


The  rising  costs  of  medical  care  is  a  phenomenon  oc- 
curring within  every  developed  country  in  the  world, 
regardless  of  the  forms  of  organizations  and  financing 
of  services.  Each  country  is  examining  ways  of  influenc- 
ing and  controlling  these  costs,  while  continuing  to 
meet  the  commitment  to  make  adequate,  effective  health 
care  available  to  all  of  the  people.  One  of  the  significant 
issues  in  these  cost  containment  discussions  has  been  the 
potential  of  cost  sharing  as  a  policy  for  influencing  the 
form  and  level  of  national  expenditures.  An  exploration 
of  this  issue  was  a  major  goal  of  the  International 
Seminar  on  Sharing  of  Health  Care  Costs  held  on  March 
20-23,  1979,  in  Switzerland.  This  seminar,  organized 
by  the  Interdisciplinary  Research  Centre  for  Public 
Health  in  St.  Gallen,  brought  together  public  and  pri- 
vate individuals  from  a  number  of  countries  to  discuss 
cost  sharing  and  the  general  problems  associated  with 
containing  health  care  costs  while  assuring  the  quality, 
quantity,  and  distribution  of  services. 

This  discussion  evidenced  clearly  the  degree  to  which 
problems  and  policies  are  shared  beyond  national  bound- 


aries. It  also  suggests  that  solutions  that  might  be 
discovered  in  our  country  could  have  utility  in  a 
broader  policy  arena.  It  is  in  the  belief  that  sharing 
this  experience  can  contribute  to  a  more  effective  under- 
standing of  the  opportunities  and  limitations  of  various 
cost  containment  strategies  that  the  National  Center 
for  Health  Services  Research  (NCHSR)  is  pleased  to 
publish  these  proceedings.  The  discussions  presented 
herein  were  candid  and,  I  believe,  extremely  productive. 
They  clearly  merit  a  wider  audience.  The  experience  of 
our  colleagues  in  other  countries  needs  to  be  drawn  upon 
in  our  own  policy  discussions.  It  is  hoped  that  the  dis- 
tribution of  these  proceedings  will  contribute  to  this 
end. 

Gerald  Rosenthal,  Ph.D. 
Director 

National  Center  for  Health 
Services  Research 
February  1980 


The  views  expressed  in  this  publication  are  those  of  the  authors,  and  no  official  endorse- 
ment by  the  National  Center  for  Health  Services  Research  is  intended  or  should  be 
inferred. 
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Preface 


In  view  of  the  continuing  preoccupation  of  all  indus- 
trialized countries  with  the  rising  share  of  national 
resources  devoted  to  health  care,  it  is  valuable  to  com- 
pare the  financing  and  breakdown  of  health  care  ex- 
penditure on  an  international  basis. 

How  far  should  public  spending  on  health  care  be 
regarded  as  a  capital  investment  in  the  improvement  of 
the  health  of  the  population  and  how  far  as  subsidies 
to  individual  consumption?  This  question  is  of  major 
importance  to  policy  makers,  including  the  medical 
profession,  politicians,  employers,  social  security  officials 
as  well  as  to  the  public  at  large. 

In  order  to  obtain  some  insight  into  the  incentive 
structures  enhancing  competition  among  suppliers 
which  have  been  built  into  the  health  care  delivery  sys- 
tems in  the  various  countries,  the  Interdisciplinary  Re- 
search Centre  for  Public  Health  at  St.  Gall,  in  close 
cooperation  with  the  Institute  of  Insurance  Economics 
and  the  Institute  of  Public  Finance  and  Fiscal  Law, 
both  affiliated  with  the  Saint  Gall  Graduate  School  of 
Economics,  Business  and  Public  Administration,  ini- 
tiated an  international  seminar  held  at  Wolfsberg, 
Switzerland,  March  20-23,  1979.  The  purposes  of  the 
Seminar  were : 

1.  to  review  present  experience  on  the  develop- 
ment of  health  care  costs  and  their  financing — 
particularly  the  role  of  health  insurance  and 
the  institutional  relationships  between  public 
and  private  health  insurance  policies; 

2.  to  compare  the  expectations  of  individuals  both 
as  consumers  of,  and  as  payers  for,  health  care 
services ; 

3.  to  attempt  to  evaluate  the  impact  of  cost- 
sharing  policies  on  trends  in  the  cost  of  health 
care  services ; 

4.  to  suggest  ways  of  improving  consumer  partici- 
pation in  the  decision-making  process  at  the 
policy-level ; 

5.  to  discuss  alternative  possible  new  patterns  of 
providing  health  insurance  ; 

6.  generally  to  discuss  the  merits  of  alternative 
ways  of  restraining  the  growth  of  health  care 
costs  with  the  aim  of  securing  greater  efficiency 
in  health  care  spending  and  promoting  the 
underlying  objective  of  improving  the  health 


standards  of  the  population,  particularly  among 
those  groups  of  the  population  where  they  are 
relatively  low. 
The  seminar  was  attended  by  68  experts  from  12 
countries.  The  experts  comprised  among  them  persons 
qualified  as  doctors,  economists,  lawyers,  risk  managers, 
and  engineers.  There  were  persons  with  experience  in 
health  service  research,  hospital  services  research,  health 
insurance,  health  administration  and  the  health  supply 
industries.  Mr.  H.  Zbllner  of  the  European  Office  of 
the  World  Health  Organization  gave  technical  assist- 
ance in  the  preparation  of  the  conference.  At  the  meet- 
ing he  explained  the  work  which  the  Regional  Office 
was  undertaking  in  the  field  of  health  economics. 

The  experts  were  welcomed  by  Councillor  A.  Abegg 
of  the  Canton  of  Thurgau,  by  Professor  A.  Meier  on 
behalf  of  the  University  of  St.  Gallen,  and  by  Doctor 
U.  Frey  on  behalf  of  the  President  of  the  Swiss  Con- 
federation and  Head  of  the  Federal  Department  of  the 
Interior,  and  H.  Hiirlimann,  who  had  agreed  to  act  as 
patron  to  the  Seminar.  The  costs  of  the  Seminar  were 
generously  contributed  by  large  numbers  of  different 
agencies  in  Switzerland. 

B.  H.  Horisberger,  Director 
Interdisciplinary  Research  Centre  for  Public 

Health 
St.  Gallen,  Switzerland 


Report  on  the  seminar 

Brian  Abel-Smith 


The  rising  cost  of  health  care 


The  trends  in  cost 

In  nearly  all  highly  industrialized  countries,  there  is 
continuing  concern  about  the  rising  share  of  national 
resources  devoted  to  health  care.  This  concern  can  be 
found  in  countries  such  as  Sweden  where  the  bulk  of 
health  care  is  provided  as  a  public  service.  It  can  be 
found  in  nearly  all  those  Western  European  countries 
and  in  Japan  where  social  insurance  plays  the  major 
role  in  financing.  It  can  also  be  found  in  the  United 
States  with  its  more  pluralistic  system  of  financing. 
Thus  the  problem  is  not  confined  to  a  particular  type 
of  political  system  or  social  environment.  Nor  can  it  be 
shown  to  be  the  result  of  any  particular  methods  of 
financing. 

In  more  and  more  countries,  systematic  attempts 
have  been  made  in  recent  years,  to  assemble  reliable 
information  on  total  expenditure  on  health  care  serv- 
ices, both  public  and  private,  to  break  down  the  total 
cost  by  sources  of  finance  and  by  the  main  sectors  of 
spending  (e.g.  hospitals,  drugs,  physicians,  dental  serv- 
ices, etc.)  and  to  try  and  make  projections  of  future 
spending  based  on  past  trends. 

In  practice,  each  country  has  tended  to  develop  its 
own  definition  of  health  services  when  undertaking  such 
studies.  While  the  definitions  used  in  different  countries 
appear  superficially  to  be  very  similar  because  the  same 
descriptive  terms  are  used,  they  are  not  even  nearly 
identical  because  the  same  terms  are  often  used  with 
different  meanings.  There  are,  for  example,  intrinsic 
problems  in  drawing  a  clear  line  between  hospitals  and 
other  types  of  institutions  which  provide  care  for  persons 
who  are  frail,  senile,  chronically,  physically,  or  mentally 
disabled,  of  limited  intelligence,  or  who  exhibit  anti- 
social or  criminal  behaviour.  In-patient  and  out-patient 
care  are  also  terms  used  with  varied  meaning.  Staff 
performing  particular  functions  such  as  training,  edu- 
cation, research  or  the  provision  of  social  work,  may 
be  deplored  inside  or  outside  what  are  classified  as  health 
services.  There  is  moreover  no  uniform  definition  of  a 
drug,  a  medical  auxiliary  or  a  nursing  aid.  Services 
provided  to  drug  addicts,  alcoholics,  prisoners,  members 
of  the  armed  forces,  may  or  may  not  be  counted  as 
health  services.  To  a  varying  extent,  are  the  transport 


costs  of  using  the  health  care  system  counted  as  part  of 
health  care  costs? 

When  comparisons  are  made  with  the  gross  national 
product,  (GNP)  national  data  may  or  may  not  include 
such  items  as  capital  expenditure,  allowances  for  depre- 
ciation on  hospital  buildings  and  value  added  tax  (where 
it  is  charged) . 

The  concept  of  expenditure  on  the  purchase  of  health 
services  does  not  include  all  the  costs  which  economists 
would  ideally  like  to  see  included.  They  would  prefer 
the  wider  concept  of  the  social  opportunity  costs  caused 
by  the  provision  of  health  services.  Such  a  definition 
would  take  full  account  of  the  costs  of  travel,  the  social 
costs  of  waiting  to  receive  health  services,  the  costs  of 
care  by  the  family,  the  "costs"  of  pain,  worry  and 
grief,  and  the  social  loss  caused  when  individuals  are 
unable  to  work  or  participate  in  other  activities  of  value 
to  society,  whether  paid  for  or  not. 

For  all  these  reasons  any  attempt  to  make  compari- 
sons of  expenditure  on  health  care  between  countries 
must  be  interpreted  with  caution.  International  com- 
parisons are  generally  made  by  relating  expenditure  on 
health  care  services  to  the  GNP  of  each  country.  Not 
only  do  real  levels  of  GNP  vary  between  countries  but 
such  comparisons  can  be  misleading  as  indicators  of  the 
relative  use  of  resources  because  of  different  relative 
prices  and  levels  of  remuneration  (e.g.  for  physicians) 
in  different  countries.  But  any  attempt  to  make  com- 
parisons of  absolute  levels  of  expenditure  in,  for  example, 
U.S.  dollars,  using  current  rates  of  exchange,  would  be 
even  more  misleading.  Any  attempt  to  adjust  for  differ- 
ing relative  prices  would  be  extremely  complex  and 
could  not  yield  any  single  set  of  results. 

Nevertheless,  it  is  very  unlikely  that  lack  of  compara- 
bility of  data  fully  explains  the  considerable  differences 
found  in  the  percentage  of  GNP  devoted  to  expenditure 
on  health  services  in  different  countries. 

One  would  expect  each  national  series  of  data  to 
be  internally  consistent  in  definition  over  time.  But 
even  here  there  are  deficiencies  in  the  data  for  some 
countries  where  it  is  necessary  to  allow  for  the  extent  of 
illegal  payment  or  of  payments  not  disclosed  to  tax 
authorities  which  may  vary  over  time  or  in  response 


to  changes  in  the  legal  framework.  Moreover,  major 
changes  in  the  organization  of  services  can  cause 
"breaks"  in  national  series  or  gaps  in  data. 

Three  different  series  of  estimates  were  presented  at 
the  seminar  and  are  shown  in  Table  I.  Each  series 
had  different  underlying  definitions  though  the  data  for 
particular  countries  could  not  be  adjusted  in  every  case 
to  fit  the  specified  definitions. 

In  the  two  series  of  figures  which  indicate  trends,  that 
trend  has  been  upward  for  all  countries  studied  and  in 
the  case  of  some  countries  the  increase  in  relation  to 
gross  national  product  has  been  rapid  over  the  past 
decade.  In  all  countries  the  cost  of  health  services  has 
been  rising  faster  than  national  product.  The  lower 
rate  of  growth  of  national  product  from  1973  on- 
wards has  tended  to  result  in  a  particularly  rapid  in- 
crease in  the  proportion  of  national  product  devoted  to 
health  services. 

It  has  often  been  asserted  by  writers  in  the  United 
States  that  the  proportion  of  GNP  devoted  to  health 
services  in  that  country  (8.8  per  cent  in  1977)  is  the 
highest  in  the  world.  This  is  not  necessarily  the  case. 
The  figures  for  the  Federal  Republic  of  Germany  are 
probably  higher  as  indicated  in  one  series  for  1975. 
Similarly,  if  additions  were  made  to  the  Netherlands 
figures  collected  by  Hauser  and  Koch  for  non-prescribed 
drugs,  the  resultant  total  might  also  exceed  the  propor- 
tion of  the  GNP  recorded  for  the  United  States  as  shown 
in  the  OECD  series.  Sweden  is  also  a  high  spender  in 
terms  of  GNP — according  to  the  OECD  figures  (not 
shown  in  the  table — only  just  below  the  United  States. 

What  is,  however,  of  particular  interest,  is  the  very 
different  types  of  organization  and  financing  in  these 
four  high  spending  countries.  In  the  United  States,  the 
organization  of  health  services  is  highly  decentralized 
and  financing  is  extremely  complex  and  pluralistic. 

In  Sweden,  on  the  other  hand,  the  organization  is 


mainly  the  responsibility  of  the  local  authorities,  in  con- 
junction with  central  government  agencies,  and  financ- 
ing is  mainly  by  a  combination  of  national  and  local 
taxes.  In  Germany  and  the  Netherlands,  autonomous 
sick  funds  play  the  main  role  in  financing.  In  Sweden 
a  high  proportion  of  doctors  are  paid  salaries.  In  the 
Netherlands  most  of  the  first  contact  services  are  pro- 
vided by  general  practitioners  paid  on  a  capitation  basis. 
In  Germany  and  the  United  States,  fee-for-service  pay- 
ment is  the  most  common  system  of  remuneration  for 
physicians. 

It  has  long  been  noted  that  the  more  highly  indus- 
trialized countries  with  their  higher  real  income  per 
head  tend  to  spend  a  higher  proportion  of  their  re- 
sources on  health  care  services  than  the  developing 
countries.  Similarly  it  is  generally  true  that  among  the 
more  highly  industrialized  countries,  those  with  higher 
real  income  per  head  tend  to  devote  proportionally 
more  of  their  greater  resources  to  health  care,  irrespec- 
tive of  the  system  of  organization  and  financing.  But 
not  all  countries  fit  well  with  this  correlation.  For  ex- 
ample, Luxembourg  is  a  low  spender  for  its  level  of 
living  and  in  1975,  Ireland  (the  poorest  member  of 
the  European  community) ,  spent  6.6  per  cent  of  GNP 
on  health  services.  What  is  perhaps  most  remarkable  is 
the  performance  of  the  United  Kingdom.  It  has  the 
most  centralized  system  of  financing  of  the  countries  con- 
sidered here,  and  a  low  level  of  direct  payment,  but  the 
share  of  GNP  devoted  to  health  services  is  lower  than 
would  be  expected  for  its  real  level  of  living  and  the  rate 
of  growth  both  in  real  terms  and  as  a  proportion  of  GNP 
has  been  low. 

Trend  data  over  a  longer  period  can  be  given  for  a 
number  of  countries.  In  the  United  States,  the  propor- 
tion of  GNP  spent  on  health  services  has  risen  from 
3.6  per  cent  in  1928-9  to  8.8  per  cent  in  1977.  In 
Germany  (FR)  expenditure  on  statutory  health  insur- 


Table  1.    Development  of  health  care  expenditure  in  selected  countries  as  percentages  of  GNP  at  current  prices 


Countries 

Hauser  and  Koch  1 

E.E.C.  Report2 

OECD-Study  3 

7965 

7970 

7975 

1977 

7966 

1970 

7975 

Belgium   

8.4 

6.2 

5.4 

(1 974) 

3.8 

4.6 

6.1 

6.5 

(1975) 

Federal  Republic  of  Germany  ,   .  . 

5.9 

8.8 

4.8 

5.2 

8.0 

7.0 

(1974) 

Finland   

5.0 

5.8 

6.7 

7.4 

6.4 

(1975) 

5.1 

5.5 

6.7 

7.1 

(1974) 

Great  Britain   

4.1 

4.7 

5.7 

5.8 

4.3 

4.6 

5.4 

5.5 

(1975) 

Italy  

3.2 

3.9 

5.2 

6.1 

(1974) 

The  Netherlands  

7.1 

8.2 

8.4 

6.3 

8.4 

7.6 

(1972) 

(1972) 

5.1 

6.9 

7.9 

5.5 

(1973) 

(1973) 

United  States  

5.9 

7.2 

8.6 

8.8 

7.5 

(1974) 

(1)  Institute  of  Pcblic  Finance  and  Fiscal  Law,  Saint  Gallen,  Switzerland. 

(2)  Current  costs  only  (public  and  private).  B.  Abel-Smith  and  A.  Maynard,  The  Organization,  Financing  and  Cost  of  Health  Care  in  the  European  Com- 
munity. SEC  (78)  3862,  Brussels,  1978. 

(3)  Public  Expenditure  on  Health,  OECD  Studies  on  Resource  Allocation,  No.  4,  July  1977,  p.  10  and  26.  (Percentages  are  related  to  a  validated  trend 
GNP  and  not  to  actual  GNP). 


ance  has  risen  from  2.3  per  cent  of  GNP  in  1950  to  9.8 
per  cent  in  1978  but  this  includes  certain  cash  sickness 
payments.  In  France  the  share  of  medical  expenses 
in  the  GNP  rose  from  3  percent  in  1950  to  4  per  cent  in 
1960,  and  7  per  cent  from  1975  to  1977.  The  average 
growth  rate  of  per  capita  expenditure  in  constant  prices 
was  7.7  per  cent  a  year  for  the  period  1950  to  1977.  The 
real  growth  was  greatest  in  the  period  1960  to  1970 — 
8.6  per  cent  per  person  per  year.  This  was  a  period  of 
rapid  economic  expansion  of  the  extension  of  health  in- 
surance protection  to  cover  almost  the  entire  population 
of  France  and  the  improvement  of  financial  coverage 
of  health  care  by  insurance.  In  the  period  1970  to  1975, 
the  growth  was  less  pronounced  (6.9  per  cent  per  year), 
and  in  the  period  1975  to  1977  even  slower  (4.2  per 
cent  per  year).  In  the  period  1970  to  1975  and  particu- 
larly since  1972,  there  was  a  decline  in  the  general  rate  of 
economic  growth  in  France.  Between  1950  and  1975, 
the  share  of  medical  cost  consumption  paid  directly  by 
households  dropped  from  39.4  per  cent  to  23  per  cent. 

Reasons  for  the  trends 

Some  reasons  for  the  growth  in  health  care  spending 
are  clear  and  quantifiable  for  particular  countries.  For 
example,  there  has  been  a  trend  to  extend  the  propor- 
tion of  the  population  covered  by  health  insurance. 
Data  for  the  9  Common  Market  countries  are  given 
in  Table  II. 

Table  2.    The  Coverage  of  Health  Insurance  or  Health  Services 
1966  and  1975  (including  voluntary  members  of  the 
main  health  insurance  scheme) 

7966  1975 


Belgium                                   75  85 

Denmark                                   90-95  100 

Germany                                  85.6  90 

Ireland   (1)       39  (1)  85 

France                                    93.6  98 

Italy    (2)       85  94 

Luxembourg                              99  99 

Netherlands                               70  (3)  70 

United  Kingdom                       100  100 


(1)  Cover  varies  for  different  benefits.  The  figures  quoted  are  for  hospital 
care  where  coverage  is  highest. 

(2)  Only  about  %  of  the  insured  population  were  entitled  to  pharmaceuti- 
cal benefits. 

(3)  By  1975  the  whole  population  was  covered  for  long  stay  hospital  care. 

Similarly,  some  countries  have  extended  the  range 
of  services  covered  by  health  insurance — for  example,  by 
bringing  in  pharmaceutical  benefits,  dental  and  ophthal- 
mic benefits,  the  coverage  of  further  transport  costs, 
visits  to  psychiatrists — where  such  services  were  not  cov- 
ered in  the  past  or  were  only  offered  to  limited  groups 
of  the  population. 

In  some  countries  the  extent  of  cost-sharing,  where 
it  existed,  has  been  reduced.  This  has  been  the  case 
in  France  as  mentioned  earlier. 


Similiarly,  there  has,  until  recently,  been  a  growth  of 
population  in  most  developed  countries  and  a  still 
continuing  trend  towards  a  higher  proportion  of  aged 
in  the  population.  The  cost  of  health  services  used  by 
those  over  the  age  of  65,  and  more  particularly,  by 
those  over  75,  is  substantially  higher  than  for  those  of 
working  age.  It  has  been  estimated  in  the  United  King- 
dom that  it  costs  an  extra  ^  to  1  per  cent  a  year  in 
real  terms  to  provide  the  same  standard  of  service  to 
different  age  and  sex  groups  because  of  the  changing 
demographic  composition  of  the  population.  But  many 
countries  have  been  experiencing  much  faster  assumed 
rates  of  real  growth  of  health  service  expenditure 
(around  10  per  cent  in  some  years).  In  such  countries 
changing  demographic  composition  can  only  explain 
a  very  small  part  of  the  growth  they  have  experienced. 

In  many  countries  a  further  reason  for  rising  costs 
has  been  a  relative  improvement  in  the  remuneration 
per  hour  paid  to  those  working  in  the  health  "industry." 
Hours  of  work  have  been  reduced,  requiring  more  work- 
ers to  provide  services  in  hospitals  over  a  24-hour  period. 
In  some  countries  costs  have  recently  become  revealed 
more  clearly  by  showing  up  in  the  market  sector  and 
hence  appearing  in  national  accounts.  For  example, 
workers  from  religious  orders  who  worked  long  hours  for 
little  or  no  remuneration  have  tended  to  be  replaced 
by  workers  on  normal  conditions  of  service.  The  exten- 
sion of  trade  unions  has  led  to  higher  negotiated  levels 
of  payments.  And  the  general  trend  towards  equal 
pay  for  men  and  women,  strengthened  in  many  countries 
by  national  legislation,  has  also  led  to  higher  wage  costs. 

More  difficult  to  quantify  has  been  the  effect  of  the 
introduction  of  new  and  sophisticated  techniques  of 
diagnosis  and  treatment.  No  country  can  totally  isolate 
itself  from  effects  of  growing"  world  medical  knowl- 
edge and  from  innovations  in  medical  practice  which 
are  believed  to  be  likely  to  achieve  better  medical 
results.  Much  of  the  new  equipment  introduced  has 
required  a  substantial  increase  in  staff  to  make  use  of 
it.  While  capital  developments  in  industry  tend  to  be 
labour  saving,  those  in  the  health  sector  tend  to  require 
more  labour  to  work  with  them.  On  the  other  hand,  some 
new  pharmaceuticals,  while  they  may  be  expensive  when 
first  introduced,  can  make  hospital  admission  unneces- 
sary, reduce  hospital  stays  and  produce  net  savings  in 
health  service  costs. 

Unfortunately,  by  no  means  all  of  the  innovations 
introduced  in  recent  years  have  been  properly  evaluated 
before  they  were  widely  applied  and  some  expensive 
procedures  have  been  found  later  not  to  have  given 
better  medical  results  or  even  in  some  cases,  to  have 
been  inferior  to  earlier  treatments.  In  some  countries 
studies  have  identified  very  large  expenditures  on  un- 
necessary treatment  or  on  treatment  or  diagnosis 
undertaken  primarily  to  provide  a  defense  against  a 
possible  law  suit  for  malpractice. 

A  further  force  leading  to  higher  costs  in  many 
countries  has  been  an  increase  in  the  proportion  of 
medical  manpower  to  population.  There  is  evidence  that 
more  doctors  lead  to  more  time  devoted  to  patients.  They 


probably  also  lead  to  more  requests  for  pathology  and 
X-ray,  more  prescribing  and,  in  the  case  of  surgeons, 
more  surgery. 

In  many  countries  nearly  all  the  hospitals  have  been 
replaced  or  very  substantially  renovated  since  World 
War  II.  The  new  hospitals  have  been  built  to  higher 
standards  and  require  more  staff  to  run  them  and  use  a 
larger  range  of  equipment  for  which  space  has  been 
provided.  Several  countries  have  provided  more  hos- 
pital beds  than  are  now  believed  to  be  required.  Popu- 
lation movements  have  reduced  the  national  catchment 
areas  of  some  city  hospitals,  also  leading  to  a  surplus  of 
hospital  plants.  Countries  find  it  politically  difficult  to 
close  hospitals  because  of  the  effect  on  local  employ- 
4  ment  and  the  attachment  of  the  local  population  to  a 

particular  hospital.  It  has  long  been  noted  that  hos- 
pital beds  which  are  supplied  tend  to  be  used. 

Where  hospitals  are  able  to  receive  grants  and  loans 
for  rebuilding  and  the  cost  of  depreciation  can  be 
charged  out  as  part  of  the  daily  fee,  there  are  built-in 
incentives  for  the  creation  of  a  surplus  of  hospital  facili- 
ties and  a  continuous  policy  of  renewal,  even  of  build- 
ings which  could  serve  well  for  many  further  years. 
When  some  new  hospitals  are  built,  the  old  hospitals  are 
kept  running  but  are  used  for  long  stay  cases,  thus 
adding  to  the  hospital  stock. 

What  is  becoming  more  and  more  apparent  is  that 
there  is  no  evident  limit  to  what  can  be  spent  on 
health  services.  There  has  always  therefore  been  an 
element  of  rationing  by  available  supply.  The  amount 
of  time  physicians  can  give  to  individual  patients  has 
always  been  limited  by  the  number  of  other  patients 
waiting  for  attention.  Where  hospital  facilities  are  lim- 
ited, stricter  criteria  have  to  be  applied  to  determine 
admission  and  length  of  stay.  Over  the  past  thirty 
years  length  of  stay  has  tended  to  fall.  Part  of  the  rea- 
son is  the  number  of  early  ambulatory  procedures  for 
surgical  patients  and  part  of  the  reason  is  the  use  of 
new  pharmaceuticals.  As  space  has  become  avail- 
able, more  patients  have  tended  to  be  admitted  pri- 
marily for  diagnosis.  These  have  also  been  short  stay 
patients.  What  has  happened  therefore  over  the  past 
10  or  20  years  is  that  the  increase  in  staff  and  facilities 
has  led  to  less  strict  implicit  rationing  criteria. 

The  whole  training  and  ethnic  of  the  physician  is  to 
do  everything  he  possibly  can,  and  to  use  anything  which 
might  help  in  clarifying  diagnosis  or  in  treating,  even 
though  the  odds  of  being  helpful  may  be  extremely 
low.  The  physician  therefore  authorizes  the  use  of 
expensive  resources  as  if  they  had  no  cost  at  all.  The 
open-ended  insurance  approach,  without  any  cost-sharing, 
isolates  the  patient  from  any  knowledge  or  concern 
about  the  cost  of  resou  ces  used.  Similarly,  it  insulates 
the  physician  who  also  has  very  little  knowledge  or  even 
wishes  to  know  about  the  cost  of  the  resources  he  is 
authorizing.  What  is  remarkable  therefore  is  that  such 
a  system  has  been  able  to  survive  for  so  long.  In  the 
past  what  has  not  been  recognized  is  the  extent  to 
which  control  of  costs  has  been  applied  through  scarcity 
of  available  supply.  It  is  only  as  this  scarcity  of  supply 


has  been  substantially  reduced  that  societies  have  been 
made  aware  that  open-ended  insurance  will  lead  to  no 
evident  limit  to  the  resources  which  will  ultimately  be 
used  on  health  care. 

Does  it  matter? 

The  social  value  of  the  use  of  resources  on  health  care 
cannot  be  assessed  without  careful  consideration  of  the 
objectives  of  the  health  care  system.  The  explicit  ob- 
jective is  to  improve  health — to  reduce  morbidity,  post- 
pone mortality,  and  give  people  a  higher  quality  of  life. 
The  routes  to  achieve  this  can  be  preventing  ill  health, 
curing  it  when  it  has  occurred,  and  enabling  those 
whose  conditions  cannot  be  cured  with  existing  knowl- 
edge to  live  as  full  lives  as  possible,  despite  their  disa- 
bilities. People  attach  great  importance  to  health  once 
ill  health  has  struck  them.  This  is  not  disproved  by  the 
fact  that  many  people  take  actions  which  they  know 
places  their  health  at  risk — by,  for  example,  smoking 
cigarettes,  consuming  alcohol  in  excess,  driving  motor 
vehicles  after  having  consumed  too  much  alcohol,  and 
failing  to  use  seat  belts  in  cars  or  crash  helmets  when 
driving  motor  cycles.  Although  people  take  risks  with 
their  health,  it  is  still  true  that  health  is  regarded  as 
of  very  great  importance  once  the  more  basic  needs 
are  met  as  they  are  for  most  of  the  population  in  the 
more  affluent  industrialized  societies.  Studies  show  that 
people  attach  very  great  importance  indeed  to  greater 
life  expectancy.  Hence  it  can  be  argued  that  more 
rather  than  less  should  be  spent  on  health  care  serv- 
ices. This  argument,  however,  does  not  take  account 
of  the  fact  that  there  are  in  practice  technical  limits 
to  the  extent  to  which  health  improvements  can  be 
provided  with  existing  knowledge  however  much  is 
spent. 

Two  findings  stand  out  from  a  careful  analysis  of 
trends  over  the  past  few  decades.  First,  the  vast  expan- 
sion of  spending  on  health  care  has  not  brought  com- 
mensurate returns  in  improved  health,  as  judged  by 
changes  in  standardized  mortality  rates.  Secondly,  in 
countries  which  have  increased  spending  on  health  care 
much  less  than  other  countries  (e.g.  the  United  King- 
dom) mortality  rates  have  improved  at  similar  rates 
and  are  in  some  respects  better  than  those  in  countries 
such  as  France,  Germany  or  the  United  States  which 
have  vastly  increased  health  care  spending. 

This  argument  can  however  be  challenged.  Improved 
mortality  rates  are  a  grossly  inadequate  measure  of 
what  societies  expect  to  obtain  from  increased  health 
care  spending.  By  analogy,  it  could  be  argued  that  de- 
veloped industrialized  societies  are  spending  far  too 
much  on  cars  and  that  new  cost  containment  measures 
should  be  devised  to  apply  in  this  field  in  addition  to 
present  taxation  of  motoring.  Judged  by  the  objective 
of  transporting  persons  and  luggage  safely  and  rapidly 
from  one  place  to  another,  most  current  automobiles 
are  grossly  inefficient.  They  are  generally  too  large,  not 
as  safe  as  they  could  be,  and  consume  much  more  of 
the  world's  limited  petrol  than  is  needed  to  do  the  job 


efficiently,  and  in  the  process,  they  impose  pollution 
on  other  people.  We  tend  to  accept  the  present  situa- 
tion as  right  because  existing  vehicles  appear  to  satisfy 
the  needs  of  consumers,  firms,  and  governments  which 
buy  them.  Presumably  users  are  applying  other  cri- 
teria than  the  narrow  efficiency  criteria  defined  above. 
They  are  concerned  about  space  inside  vehicles,  com- 
fort, accessories,  the  status  conferred  by  the  particular 
vehicle  used,  and  many  other  considerations.  On  this 
analogy,  simple  judgments  cannot  be  made  about 
the  value  of  health  care  spending.  It  is  not  just  an 
investment  to  obtain  better  health,  there  is  a  consider- 
able element  of  consumption.  People  want  reassurance, 
comfort,  and  care  when  they  are  ill,  and  they  may  be 
prepared  to  see  anything  spent  which  might  help  them 
(especially  if  it  is  other  people's  money!).  Action  taken, 
even  action  with  only  remote  prospects  of  improving 
their  health  may  give  satisfaction  by  showing  that 
others  are  concerned  about  them.  It  confers  status  to 
the  "sick  role." 

But  against  this,  it  is  argued  that  the  analogy  with 
automobiles  is  false  because  those  buying  cars  (consum- 
ers, firms  and  governments)  know  precisely  what  they 
are  spending  on  the  vehicle,  on  the  petrol,  oil,  and 
maintenance.  They  still  know  the  costs  if  the  vehicle 
is  bought  on  hire  purchase.  What  is  different  about 
health  care  is  that  so  much  is  paid  indirectly  by 
employers  in  insurance  premiums,  by  governments  in 
subsidies,  direct  expenditure  and  tax  concessions,  all 
of  which  reduce  the  cost  of  the  premium  paid  by  the 
employee  which  is  generally  deducted  before  net  income 
from  work  is  paid.  All  of  this  certainly  reduces  the  cost 
at  the  point  of  consumption  often  to  (or  nearly  to) 
zero.  The  case  for  cost-sharing  is  to  make  health  care 
more  in  line  with  the  purchase  of  motor  cars. 

But  this  is  precisely  what  cannot  be  done.  Cars  are 
bought  by  consumers  out  of  their  regular  income  and 
savings.  The  special  characteristics  of  health  care 
spending  are  that  serious  illness  destroys  earning 
capacity,  and  even  when  the  illness  starts,  neither  the 
consumer  nor  even  his  physician  is  generally  able  to 
predict  what  needs  to  be  spent  over  what  period  of 
time.  While  consumers  can  plan  the  purchase  of  a 
car,  they  cannot  plan  their  expenditure  on  health  care 
as  they  cannot  know  in  advance  when  they  will  be  ill, 
how  often  they  will  be  ill,  how  serious  the  illness  will 
be,  how  long  it  will  last,  or  what  "needs"  to  be  spent. 
What  consumers  would  be  prepared  to  spend  after 
their  future  earning  capacity  has  been  placed  at  risk 
is  a  grossly  inadequate  indication  of  what  they  would 
be  prepared  to  spend  if  they  had  perfect  knowledge  in 
advance  of  what  would  happen  to  their  health  in  the 
future  and  could  plan  their  whole  life  time  allocation  of 
resources  accordingly.  Moreover,  some  people  become 
seriously  ill  before  they  are  old  enough  to  start  earning. 
Somehow  judgments  have  to  be  made  about  the  con- 
sumption aspects  of  health  care  spending  since  the 
criteria  of  what  people  are  prepared  to  spend  is  simply 
not  available  in  the  same  way  as  it  is  for  cars.  This  is 
precisely  why  both  private  insurance  and  social  secu- 


rity were  introduced  in  the  first  place — for  the  more 
healthy  to  share  the  risks  and  pay  for  the  more  sick. 
This  is  the  essence  of  the  principle  of  risk-pooling  or 
'solidarity.' 

But  there  is  a  further  argument  based  on  current 
unmet  "needs."  Too  much  should  not  be  made  of  the 
proposition  that  we  are  getting  zero  marginal  product 
from  extra  spending  on  health  care.  Even  where  the 
immediate  money  barrier  has  been  virtually  eliminated, 
the  poorer  and  less  educated  who  have  the  worse  health 
seek  health  care  much  less  than  their  objectively  meas- 
ured health  status  would  require.  They  also  underuse 
important  preventive  services,  such  as  immunization, 
ante-natal  and  post-natal  sendees.  Money  barriers  are 
therefore  not  the  only  barriers  to  the  use  of  health  5 
services.  People  consider  the  costs  of  time  off  from 
work  and  the  costs  of  waiting,  and  in  addition  there 
are  cultural  and  psychological  barriers  to  the  use  of 
services  which  need  to  be  overcome  even  when  money 
barriers  are  removed.  The  re-introduction  of  money 
barriers  would  make  the  position  worse. 

Secondly,  it  is  only  in  the  more  acute  services  that 
the  case  can  be  made  that  we  are  approaching  zero 
marginal  value  from  the  use  of  extra  resources.  Few 
countries  can  say  that  the  standards  of  care  provided 
for  long  stay  patients — particularly  elderly  patients — 
are  satisfactory.  There  is  a  whole  new  drive  in  Europe 
towards  what  is  called  "the  humanization  of  hospitals" 
aimed  particularly  at  long  stay  hospitals.  Nor  can  many 
countries  claim  that  their  care  of  the  mentally  handi- 
capped or  of  long-lerm  mentally  ill  patients  is  satisfactory 
— either  in  hospitals  or  in  the  community.  Similarly, 
care  is  often  inadequate  for  drug  addicts,  alcoholics, 
and  para-suicides.  There  are  many  fields  where  there 
is  overwhelming  evidence  that  much  more  needs  to 
be  spent  to  attain  socially  acceptable  standards  of  care. 
The  problem  consists  to  a  considerable  extent  of  an 
imbalance  of  priorities.  It  can  be  argued  that  this  is 
only  likely  to  be  put  right  in  terms  of  practical  politics 
if  more  is  spent,  because  of  provider  resistance  to  cutting 
expenditure  in  areas  which  have  come  to  be  more 
favoured. 

If  the  real  concerns  are  about  efficiency  and  justice, 
percentages  of  GNP  are  grossly  inadequate  criteria  for 
making  judgments.  The  real  problem  is  to  examine 
alternative  ways  of  achieving  particular  objectives  so  as 
to  find  less  costly  ways  of  achieving  the  same  results. 
Research,  and  even  more  important,  a  willingness  of 
the  health  care  system  to  respond  to  the  findings  of 
research  could  lead  to  a  reduction  of  resources  used  in 
doing  what  is  now  done  and  needs  to  be  done  and 
release  resources  for  what  is  now  done  inadequately. 
But  it  is  not  necessarily  the  case  that  less  total  resources 
would  be  needed.  It  is  just  as  possible  that  more  resources 
would  be  required. 

Without  necessarily  denying  the  force  of  all  these 
arguments  there  are,  however,  two  facts  which  cannot 
be  ignored.  First,  where  health  care  costs  fall  in  the 
public  sector  either  through  taxation  or  through  com- 
pulsory health  insurance  contributions,  politicians  are 


under  very  strong  pressure  to  contain  costs.  The  recent 
experience  of  lower  rates  of.  growth  in  national  econ- 
omies or  of  no  growth  has  accentuated  this  problem  of 
tax  resistance.  People  feel  that  too  high  a  proportion  of 
their  incomes  are  being  taken  away  in  compulsory  levies. 
They  want  a  higher  proportion  of  their  original  incomes 
to  spend  themselves.  It  is  therefore  natural  for  politicians 
to  look  particularly  close  at  areas  of  public  spending 
which  have  been  rising  faster  than  the  GNP.  For  ex- 
ample, in  both  Germany  (FR)  and  the  Netherlands, 
politicians  have  set  themselves  the  explicit  aim  of  seeing 
that  health  care  spending  which  is  publicly  financed  does 
not  rise  in  the  future  faster  than  the  GNP.  The  problem 
of  public  sector  financing  is  real  in  the  sense  that  politi- 
cians inevitably  respond  to  the  public's  objections  to  what 
is  seen  as  excessive  taxation.  They  sense  the  limit  to  what 


people,  most  of  whom  are  reasonably  healthy,  are  pre- 
pared to  pay  to  help  those  who  are  not — particularly  if 
there  is  evidence  that  some  of  the  spending  is  unnecessary. 

Secondly,  and  parallel  to  the  tax  resistance  problem 
in  the  public  sector,  is  premium  resistance  problems  in 
the  private  sector.  Those  associated  with  the  private 
insurance  industry  point  out  that  the  public  has  now 
become  highly  critical  of  rising  insurance  premiums. 
At  the  very  least  the  public  expects  premiums  not  to  rise 
faster  than  their  incomes  after  tax.  Because  of  this  after 
tax  criterion,  the  two  problems  are  interrelated. 

Whatever  force  there  might  be  in  the  more  academic 
arguments  on  both  sides  of  the  question,  public  attitudes 
to  paying  cannot  be  ignored.  This  is  the  overwhelming 
thrust  behind  pressure  to  contain  health  care  costs. 


Alternative  strategies  of  cost  containment 
which  have  been  adopted,  other  than 
cost-sharing 


The  system  of  organizing  and  financing  health  serv- 
ices in  different  countries  inevitably  exercises  a  major 
influence  on  the  type  of  measures  which  can  be  taken 
to  control  the  costs  of  health  care.  Moreover,  the  type 
of  measure  which  would  be  culturally  or  politically  ac- 
ceptable in  one  country  may  not  be  acceptable  in  another. 
Indeed,  what  will  work  in  a  satisfactory  way  in  one 
country  may  not  work  to  anyone's  satisfaction  in 
another. 

Much,  for  example,  depends  on  how  government 
(central  or  local)  is  viewed  in  a  particular  country.  Has 
past  experience  shown  that  government  can  act  flexibly, 
without  corruption,  and  with  due  regard  for  the  sensi- 
tivities of  particular  interest  groups  so  that  new  regula- 
tions are  implemented  with  the  broad  consent  of  those 
who  have  to  operate  them  locally?  Or  is  intervention  by 
government  always  compromised  by  "wheeling  and 
dealing"  with  local  interest  groups?  Does  regulation  by 
government  lead  in  practice  to  the  regulators  acting  in 
the  interests  of  those  being  regulated?  Does  the  exercise 
of  governmental  authority  lead  to  attempts  to  defy  that 
authority  or  get  around  regulations  by  legal  devices  or 
by  legal  challenges  in  the  courts?  It  cannot  be  stressed 
too  strongly  that  measures  which  work  in  one  country 
may  fail  badly,  if  blindly  introduced,  in  another. 


Budget  limits 

An  important  distinction  can  be  made  within  European 
systems  of  financing  health  services  between  those  which 
are  mainly  government  financed  services  and  those  which 
are  on  an  insurance  basis.  Services  may  be  mainly  under 
the  control  of  local  government,  as  in  Denmark  or 
Sweden,  or  mainly  under  the  control  of  central  govern- 
ment as  in  Ireland  or  the  United  Kingdom.  A  service- 
based  system  of  financing  involves  budget  limits  which 
cannot  normally  be  exceeded.  Thus  governmental  au- 
thorities are  able  to  limit  the  rise  in  expenditure  on 
health  services  mainly  by  limiting  budget  allocations, 
assuming  that  they  have  the  political  will  to  do  so. 
Such  control  seems  in  practice  to  be  easier  to  apply 
tightly  when  the  money  comes  wholly  from  central  gov- 
ernment. When  local  government  is  financing  services 
there  is  room  for  argument  and  divided  responsibility 


between  central  and  local  government  because  of  the 
grants  coming  from  the  former.  Central  government  can 
cut  grants  to  local  government  with  the  intention  of 
restraining  the  growth  in  expenditure,  but  local  author- 
ities can,  if  they  wish,  replace  a  drop  in  central  funding 
by  increasing  the  taxes  they  levy. 

Nevertheless,  experience  shows  that  budget  limits  can 
be  effectively  applied.  In  1976,  the  Irish  government 
kept  the  budgets  of  Regional  Health  Boards  to  the  level 
of  1975  in  real  terms.  In  the  United  Kingdom,  the 
target  rate  of  growth  of  the  current  expenditure  of 
health  authorities  on  hospital  and  community  services 
was  reduced  to  about  42  per  cent  a  year  in  real  terms 
for  the  period  1975-76  to  1979-80 — a  rate  of  growth 
lower  than  the  expected  growth  of  the  gross  national 
product.  A  somewhat  higher  rate  of  growth  was  later 
permitted  for  the  year  1978-79.  Similarly,  capital  ex- 
penditure was  reduced  in  the  United  Kingdom  by  about 
20  per  cent  in  1976-7  compared  with  1973-4.  It  was 
also  cut  in  Ireland  between  1973  and  1976. 

In  countries  where  capital  expenditure  is  grant- 
aided  by  government  (as  in  Germany),  or  partly  by 
government  and  health  insurance  funds  (as  in  France), 
these  grants  can  be  and  have  been  cut.  In  the  Nether- 
lands, the  value  of  licences  for  new  buildings  in  1975 
was  less  than  half  the  value  of  licences  granted  in  1976 
in  real  terms.  In  France  capital  expenditure  is  largely 
being  restricted  to  the  replacement  and  upgrading  of 
old  buildings. 


Regulation  in  insurance  financed  systems 

In  the  case  of  health  insurance  systems,  short  term  action 
to  control  costs  is  normally  by  regulation.  In  some 
countries  the  regulation  is  imposed  by  government,  in 
other  countries  regulation  requires  the  assent  and  co- 
operation of  those  being  regulated.  Where  hospitals  are 
paid  on  a  daily  rate  basis,  action  has  been  aimed  in  a 
number  of  countries  at  limiting  the  rate  of  growth  of 
daily  payments  to  hospitals.  Such  steps  have  been 
taken  in  recent  years  in  Belgium,  Germany,  France,  and 
the  Netherlands.  There  has,  moreover,  been  discussion 
of  alternative  ways  of  paying  hospitals  and  some  experi- 
ments are  being  undertaken  in  France.  The  system  of 


daily  payment  is  widely  regarded  as  unsatisfactory 
because  of  the  incentive  for  hospitals  to  retain  patients 
longer  than  necessary. 

In  the  United  States,  hospitals  are  not  paid  on  a 
negotiated  per  day  basis  or  on  a  prospective  budget 
basis  but  largely  on  the  basis  of  what  they  spend,  after 
the  fact.  In  the  period  1971  to  1974  comprehensive 
cost  controls  were  applied  to  hospitals  as  part  of  the 
economy-wide  Economic  Stabilization  Program.  The 
goal  was  to  halve  the  inflation  rate  in  hospital  costs  by 
regulating  how  much  they  could  adjust  their  revenue. 
Hospitals  had  to  refund  overcharges  if  they  broke 
the  limits  or  request  exemption  from  the  regulations. 

The  2/2  years  of  the  program  showed  an  increase  in 
costs  of  8.9  percent  compared  with  14  to  15  percent 
before  the  program.  Hospital  workers  bore  the  brunt  of 
this  control.  Within  a  year  from  the  ending  of  the  con- 
trols, hospital  costs  rose  by  14  to  20  percent — more  than 
2/2  times  the  increase  in  the  consumer  price  index. 
Hospitals  have  recently  been  given  a  9.7  percent  vol- 
untary target  for  increases  in  total  spending  compared 
with  the  hospital  industry's  goal  of  11.6  percent.  Legis- 
lation to  impose  mandatory  cost  containment  did  not 
pass  in  the  Congress. 

In  the  case  of  physicians  paid  on  a  fee-for-service 
basis,  limits  have  been  agreed  in  Germany  on  the  growth 
of  total  fees.  These  agreements  have  been  effective.  In 
1977,  the  cost  of  payments  to  doctors  rose  4.3  percent 
less  than  the  growth  of  GNP  and  in  1978  in  line  with  the 
GNP.  Moreover,  changes  in  relative  fee  structures  are 
being  negotiated  in  Germany  to  discourage  the  excessive 
use  of  diagnostic  services.  Such  changes  have  also  been 
suggested  in  Switzerland  to  increase  the  remuneration 
for  services  provided  directly  by  the  doctor  and  to  reduce 
the  share  of  remuneration  for  services  provided  by  others. 
In  France,  about  96  percent  of  physicians  contracting 
with  health  insurance  have  agreed  to  charge  at  rates 
established  by  social  security.  These  rates  are  reviewed 
annually.  Since  1970  price  control  has  led  to  a  smaller 
growth  in  the  purchasing  power  of  physicians  (-(-  1.7 
percent  per  year  from  1970  to  1976),  as  compared  to 
the  population  as  a  whole  (-f-  4.2  percent). 

In  the  case  of  prescribed  pharmaceuticals  the  follow- 
ing measures  have  been  used  to  contain  the  growth  in 
costs  in  the  nine  countries  of  the  European  Community: 

(a)  Fixing  the  prices  or  limiting  the  profits  of  phar- 
maceutical companies  in  all  countries  in  the  Community 
except  Germany  and  the  Netherlands. 

(b)  Limiting  sales  promotion  activity  by  reducing 
what  will  be  allowed  as  a  cost  when  profits  or  prices  are 
calculated  (Belgium,  France,  Italy,  and  the  United 
Kingdom)  or  limiting  the  extent  to  which  samples  can 
be  sent  to  doctors  as  in  all  countries  in  the  Community 
except  in  Ireland  and  Italy. 

(c)  Regulating  retail  margins  as  in  all  countries  in 
the  Community  except  the  Netherlands  where  margins 
are  controlled  by  the  pharmacists'  profession. 

(d)  Controlling  the  opening  of  pharmacies  (e.g.  Bel- 
gium, Denmark,  France,  Italy,  and  Luxembourg). 


(e)  Drawing  up  lists  or  formularies  specifying  those 
pharmaceuticals  which  either  may  be  prescribed  (e.g. 
Belgium,  Denmark,  Italy)  or  are  recommended  to  be 
prescribed  under  health  insurance  (e.g.  France,  Ger- 
many, and  the  Netherlands). 

(f)  Specifying  the  quantities  which  may  or  should 
be  prescribed  in  a  particular  prescription  (e.g.  Denmark, 
France,  Ireland,  Italy,  and  the  Netherlands) . 

(g)  Circulating  information  to  doctors  to  encourage 
economical  prescribing  (e.g.  comparative  prices  of  simi- 
lar products  as  in  the  United  Kingdom  and  the  Nether- 
lands or  Germany  and  Ireland  where  it  is  proposed  that 
efficacy  will  also  be  taken  into  account) . 

(h)  Examining  the  prescriptions  prescribed  by  doc- 
tors under  health  insurance  as  in  all  countries  in  the 
Community  except  Belgium. 

(i)  Arranging  for  visits  to  be  made  to  doctors  whose 
prescribing  appears  to  be  excessive  (Ireland  and  the 
United  Kingdom) . 

Changing  the  system  of  organization  and  financing 

It  is  widely  believed  that  measures  to  substitute  a 
budget-financed  service  for  a  health  insurance  system 
could  never  be  applied  in  any  country  because  of  the 
political  opposition.  It  is  also  widely  believed  that  it  is 
politically  impossible  to  change  the  system  of  paying 
doctors.  The  experience  of  Italy  shows  that  both  these 
assumptions  are  untrue.  Italy  is  in  the  process  of  moving 
over  from  a  largely  fee-for-service  basis  of  paying  general 
practitioners  to  a  capitation  basis.  Specialists  practicing 
in  public  health  centers  are  paid  on  a  part-time  or 
whole-time  salaried  basis.  It  is  also  moving  over  from  an 
insurance-based  system  of  financing  to  a  budget-basis 
and  a  national  health  service.  Under  the  new  system, 
money  will  be  collected  centrally  from  taxation  and 
health  insurance  contributions  and  then  channeled  to 
regions  and  on  to  the  local  health  units  which  will 
provide  the  main  hospitals  and  community  health  serv- 
ices. 

Other  more  gradual  changes  in  the  organization  of 
services  are  being  made  in  other  European  countries  to 
encourage  continuity  of  medical  responsibility  for  pa- 
tients seen  by  specialists  in  the  community  and  later 
admitted  to  a  hospital.  In  Germany,  encouragement  is  be- 
ing given  to  the  development  of  outpatient  activities  for 
doctors  working  in  hospitals  and  inpatient  activities  for 
doctors  who  only  work  outside  hospitals.  The  thrust  of 
policy  in  France  is  also  to  establish  further  outpatient 
departments  at  public  hospitals.  In  many  countries 
measures  are  being  taken  to  encourage  care  in  the  com- 
munity as  an  alternative  to  general  hospital  care  and  to 
encourage  prevention. 

Regulating  supply 

Many  European  countries  are  planning  for  an  overall 
reduction  in  the  number  of  general  hospital  beds  per 


thousand.  This  is  also  planned  in  the  United  States.  Ten 
years  ago,  out  of  nine  countries  of  the  European  Eco- 
nomic Community,  only  France  and  the  United  King- 
dom had  hospital  plans,  now  all  nine  countries  have 
such  plans.  In  the  period  1970  to  1977,  about  26  hos- 
pitals have  been  closed  or  transferred  to  other  uses  in 
Denmark.  In  England  134  hospitals  have  been  closed 
over  a  period  of  three  years. 

In  Ireland,  Denmark,  and  the  Netherlands,  reduced 
quotas  have  been  established  for  the  entry  of  students 
to  medical  education. 


In  the  United  States,  a  whole  variety  of  regulatory 
controls  have  been  introduced  mainly  to  protect  the 
funds  paid  out  in  public  programs.  They  include  utili- 
zation review;  professional  standards  review  organiza- 
tions to  monitor  hospital  care;  hospital  routine  per  diem 
cost  limits  under  public  programs;  maximum  allowance 
cost  limits  for  drug  purchasing  and  requirements  for 
"certificate  of  need"  approval  for  building  new  facilities 
and  the  purchase  of  major  new  equipment;  comprehen- 
sive technology  assessment  for  determining  the  appropri- 
ateness of  new  and  existing  medical  technologies. 


The  role  of  cost-sharing 


The  early  systems  of  social  security  aimed  to  provide  full 
protection  against  "basic"  health  care  costs — the  physi- 
cian, what  he  prescribed,  and  hospital  care  in  a  public 
ward.  Extra  could  be  paid  for  care  in  a  private  ward. 
The  objective  was  to  encourage  early  treatment  rather 
than  risk  treatment  being  postponed  because  of  the  cost, 
by  which  time,  treatment  might  be  more  difficult  be- 
cause the  condition  had  deteriorated.  Thus  the  inten- 
tion was  to  secure  early  recovery  and  an  early  return 
to  work,  thus  reducing  the  liability  on  the  sickness  funds 
for  cash  support  while  the  worker  was  ill.  The  early 
sick  funds  and  friendly  societies  paid  the  doctor  and 
(when  covered)  the  hospital  directly. 

When  health  insurance  was  proposed  in  France,  after 
the  First  World  War,  the  medical  profession  stood  out 
against  the  principle  of  direct  payment  by  a  third 
party  and  insisted  that  the  patient  should  pay  the 
doctor  directly.  From  the  start  only  part  of  health  care 
costs  were  reimbursed  leaving  the  patient  to  pay  a 
proportion  of  the  cost — the  "ticket  moderateur."  This 
"ticket  moderateur"  could,  however,  be  paid  by  public 
assistance  in  the  case  of  the  poor.  Similar  systems  were 
introduced  in  Belgium  and  Luxembourg.  Italy  followed 
the  precedents  of  Austria,  Denmark,  Germany  and  the 
United  Kingdom  by  operating  direct  payment  of  the 
provider  without  any  charge  falling  on  the  patient. 
These  historical  origins  are  still  influential  in  explaining 
the  position  today,  although  a  number  of  changes  have 
been  introduced  over  the  years. 


Direct  payment  systems 

In  Denmark  the  patient  pays  25  to  50  percent  of  the 
cost  of  pharmaceutical  products  but  otherwise  care  is 
free  for  those  (the  majority)  who  have  chosen  to  register 
with  a  particular  general  practitioner  for  at  least  a 
year. 

In  Germany  patients  now  are  required  to  pay  one 
mark  for  pharmaceutical  products,  to  pay  for  spectacles 
(children  and  veterans  are  exempt),  part  of  the  cost  of 
appliances,  of  transport,  and  20  percent  of  the  cost  of 
dentures. 

In  Ireland  about  39  percent  of  the  population  defined 
by  low  income  receive  wholly  free  care.  Those  in  a  higher 


band  of  income  receive  free  hospital  care  except  for 
payments  to  consultants  and  are  refunded  only  part  of 
the  cost  of  pharmaceuticals. 

In  Italy  all  benefits  supplied  under  health  insurance 
are  free. 

In  the  Netherlands  those  covered  receive  free  care 
with  some  exceptions:  for  example,  60  percent  of  the 
cost  of  dentures  has  to  be  paid  by  the  beneficiary  and  a 
daily  payment  has  to  be  made  towards  the  cost  of  nurs- 
ing home  care  after  one  year  of  stay.  Dental  care  is  free 
to  children  under  four. 

A  treatment  certificate  for  6  months  of  dental  care 
can  be  bought  at  a  low  price.  Recent  proposals  to  make 
patients  pay  up  to  a  maximum  of  100  florins  a  year 
for  primary  care,  and  for  single  persons  to  pay  10  florins 
a  day  for  general  hospital  care  (because  of  "home  sav- 
ings") did  not  secure  the  approval  of  parliament. 

In  the  United  Kingdom  all  health  care  under  the  Na- 
tional Health  Service  was  originally  free.  But  charges 
for  dentures,  spectacles,  and  pharmaceuticals  were  in- 
troduced in  1951  and  1952.  The  present  charges  are 
still  restricted  to  dentistry  and  the  ophthalmic  service 
where  patients  pay  about  a  quarter  of  the  cost  and  a 
flat  rate  charge  of  20  pence  for  pharmaceuticals  (raised 
to  45  pence  from  July  1979).  There  is  a  complex  sys- 
tem of  exemptions  for  children,  the  aged,  those  with 
low  incomes  and  other  categories  from  certain  charges. 


Reimbursement  systems 

In  Beligum  patients  generally  pay  25  percent  of  the 
tariffs  for  outside  hospital  care  (plus  any  excess  charges 
above  these  tariffs).  Pensioners,  orphans,  widows  and 
invalids  with  low  incomes  can  generally  be  exempt  from 
these  payments.  There  are  lump  sum  charges  for  phar- 
maceutical products  (25  francs  for  drugs  made  up  by  the 
pharmacist  and  60  francs  for  specialties),  with  some 
exemptions.  Hospital  care  is  free  as  the  25  percent 
"ticket  moderateur"  is  paid  by  the  State  for  the  first 
40  days  of  treatment.  A  charge  of  50  francs  per  day  is 
made  from  the  41st  to  the  89th  day.  From  the  90th 
day  charges  are  higher.  The  changes  are  for  "hotel 
costs."  The  full  cost  of  dentures  has  to  be  paid  by  those 
under  the  age  of  50. 


In  France  the  patient  has  to  pay  the  following  main 
charges:  25  percent  of  the  cost  of  medical  services 
provided  outside  hospital,  20  percent  of  the  medical 
service  costs  of  practitioners  and  of  tests  in  public  and 
private  institutions,  20  percent  of  the  rate  for  short  term 
hospital  care  (up  to  30  days)  in  public  and  private  in- 
stitutions but  maternity  care  and  major  surgical  care 
are  free.  In  the  case  of  pharmaceuticals  from  1977  the 
patient  pays  60  percent  of  the  cost  of  "comfort" 
medicine  (e.g.  laxatives),  30  percent  of  the  cost  of 
most  other  pharmaceuticals  but  only  10  percent  of  the 
cost  of  particularly  expensive  or  irreplaceable  medicines. 
There  is  a  complex  list  of  exemptions  from  these  charges 
(e.g.  old  age  pensioners,  those  who  have  suffered  serious 
industrial  accidents,  those  with  certain  diseases  and 
those  receiving  supplementary  allowances) . 

In  Luxembourg  salaried  employees  generally  have  to 
pay  about  20  per  cent  of  the  cost  of  health  care  while 
wage  earners  receive  free  care  except  for  paying  15  to 
20  percent  of  the  cost  of  pharmaceutical  products. 

Cost-sharing  after  receiving  care 

In  Switzerland  the  poor  are  covered  by  compulsory 
health  insurance,  and  the  whole  population  of  one 
Canton.  For  the  rest  of  the  population  health  insurance 
is  voluntary.  In-patient  care  in  public  wards  is  free. 
Cost-sharing  applies  to  adults  receiving  ambulatory 
care  unless  they  are  poor  in  which  case  free  treatment 
is  provided.  (Dental  care  and  spectacles  are  not  covered 
by  the  scheme) .  A  deductible  of  30  Swiss  Francs  has 
to  be  paid  for  any  consultation  for  the  same  illness  in 
a  90  day  period  or  10  percent  of  the  cost  whichever 
is  the  highest,  with  the  exception  of  maternity  care  and 
tuberculosis.  The  same  deductible  applies  again  if  the 
illness  extends  into  any  further  periods  of  90  days  or  for 
a  different  illness  occurring  within  the  original  90  days. 
A  proposal  is  under  discussion  to  require  payments  of 
10  percent  of  the  cost  of  ambulatory  care  for  children 
and  20  percent  of  the  cost  for  adults  with  a  maximum  of 
200  Swiss  Francs  per  person  per  year.  The  charges  of 
doctors  are  regulated  for  those  below  an  income  level 
fixed  by  the  canton:  above  this  level  of  income  doctors 
are  free  to  charge  what  they  wish. 

This  brief  resume  of  the  use  of  cost-sharing  in  a 


number  of  countries  in  Europe  enables  some  generaliza- 
tions to  be  made  about  what  services  tend  to  be  selected 
for  payment : 

( 1 )  Dental  and  ophthalmic  care  if  covered  by  health 
insurance  are  frequently  subject  to  cost-sharing,  pre- 
sumably because  this  type  of  need  does  not  normally 
lead  to  absence  from  work  and  the  need  for  dentures 
and  spectacles  is  within  limits  postponable.  The  pa- 
tient can  save  up  to  pay  for  them. 

(2)  Hospital  care  tends  to  be  excluded  presumably 
because  the  cost  is  high  and  it  involves  absence  from 
work  in  the  case  of  earners.  It  is  moreover  a  serious 
need  for  care  as  indicated  by  the  physician's  decision 
to  admit  the  patient  to  the  hospital.  When  the  patient 
is  required  to  pay,  the  daily  payment  is  presented  in 
Belgium  as  payment  for  hotel  facilities  provided  by 
the  hospital  and  not  for  the  treatment.  Similarly,  the 
proposal  for  a  daily  charge  in  the  Netherlands  which 
was  not  approved  by  parliament  was  presented  in  terms 
of  the  ''home  savings'"  caused  by  being  in  hospital. 

(3)  Pharmaceuticals  are  often  subject  to  charges  pre- 
sumably because  not  all  those  taking  pharmaceuticals 
are  absent  from  work  or  prevented  from  continuing 
their  normal  activity.  Moreover,  it  can  be  argued  that 
a  charge  may  make  the  physician  think  twice  before 
imposing  the  charge  on  the  patient. 

(4)  Most  countries  make  no  charge  for  the  initial 
contact  with  the  physician  so  as  not  to  discourage  early 
access  to  medical  care  when  the  patient  believes  it  to 
be  necessary.  This  principle  is  observed  in  all  the 
direct  payment  systems  listed  above  (with  the  exception 
of  those  who  are  on  low  income  in  Ireland  or  those 
who  do  not  choose  to  register  with  one  general  prac- 
titioner in  Denmark).  This  principle  is  also  observed 
for  wage  earners  in  Luxembourg  but  not  in  Belgium, 
France,  or  Switzerland. 

(5)  Many  countries  have  special  arrangements  to 
exclude  the  poor  from  charges  and  also  children  and 
pensioners. 

(6)  Maternity  care  tends  to  be  given  special  exemp- 
tion from  charges  presumably  because  of  the  importance 
of  contacting  the  health  service  early  in  pregnancy  and 
because  child  birth  requires  women  to  be  absent  from 
work. 


Forms  of  cost-sharing  by  the  patient 


( 1 )  Flat  rate  charges  for  each  unit  of  service.  The  pur- 
pose here  is  to  limit  what  the  patient  has  to  pay  and 
insure  fully  against  "excessive"  costs.  From  the  point  of 
view  of  an  insurer  to  whom  claims  are  submitted  this 
type  of  charge  is  appropriate  where  the  administrative 
cost  varies  according  to  the  number  of  claims  rather 
than  their  value  (e.g.  prescriptions) . 

(2)  Percentage  charges,  the  "ticket  moderateur."  The 

purpose  here  is  to  make  the  patient  fully  aware  of  the 
cost  by  making  a  proportional  payment  towards  it.  There 
may  be  a  maximum  sum  which  the  insured  person  has 
to  pay.  From  the  point  of  view  of  an  insurer  to  whom 
claims  are  submitted,  this  type  of  charge  is  appropriate 
when  the  administrative  cost  varies  according  to  the 
value  of  the  claim. 

(3)  A  deductible.  This  is  a  charge  up  to  a  ceiling  for 
making  use  of  the  system  during  a  defined  period.  The 
rationale  is  to  discourage  use  except  when  it  is  clearly 
important.  The  reverse  of  this  would  be  a  no  claim 
bonus  or  a  complete  reimbursement  of  the  premium  if 
no  claim  is  made.  From  the  point  of  view  of  an  insurer 
receiving  claims,  a  deductible  is  appropriate  to  pre- 
vent claims  being  made  which  would  not  justify  the 
administrative  cost  of  processing  them. 


(4)  A  maximum  limit  on  benefits.  The  insurer  contracts 
to  pay  up  to  a  money  limit  in  a  period  of  time.  The 
purpose  is  to  limit  the  liability  of  a  private  insurer. 

(5)  Limiting  the  benefit  which  will  be  paid  for.  As  seen 
above,  some  countries  have  restricted  the  range  of  bene- 
fit covered  by  insurance.  The  excluded  benefits  may  be 
selected  because  they  are  considered  to  be  most  subject 
to  "moral  hazard"  or  "abuse"  by  the  patient,  because 
they  are  particularly  "open-ended"  on  the  side  of  the 
provider  (e.g.  consultations  with  psychiatrists),  or  be- 
cause they  are  less  important  for  health  care  (e.g.  drugs 
which  can  be  obtained  without  prescription)  or  because 
patients  do  not  normally  lose  work  income  to  receive 
care  (dental  care  and  spectacles). 

(6)  Penalties  on  unhealthy  life  styles.  Extra  premium 
may  be  charged  for  smokers,  those  who  drink  too  much 
alcohol,  those  who  take  too  little  or  no  exercise  or  are 
overweight.  An  alternative  mechanism  for  achieving 
this  type  of  result  is  high  taxation  on  cigarettes  and 
alcohol. 


The  case  for  cost-sharing 


( 1 )  Revenue  raising.  Here  the  objective  may  be  no  more 
than  to  raise  revenue  in  a  way  which  is  the  least 
politically  sensitive.  As  there  is  a  problem  of  tax 
resistance  and  premium  resistance,  making  the  user  of 
health  services  pay  part  of  the  cost  may  be  less  politically 
resisted  than  any  other  alternative. 

(2)  Asserting  priorities.  By  making  a  charge  for  services 
of  lower  priority,  scarce  resources  are  released  to  pro- 
vide services  of  higher  priority.  For  example,  in  the 
United  Kingdom  when  charges  were  introduced  for 
dentures  it  was  argued  that  more  of  the  time  of  dentists 
would  be  devoted  to  the  conservation  of  natural  teeth 
which  was  judged  more  important.  This  did  in  fact 
occur.  If  charges  for  pharmaceuticals  lead  those  with 
minor  illnesses  to  treat  themselves  with  over  the  counter 
medicines,  more  physician  time  is  released  to  treat  the 
more  seriously  ill. 

As  mentioned  above,  charges  for  hospital  care  tend 
to  be  presented  in  terms  of  charges  for  "hotel  services" 
or  "home  savings."  It  is  argued  that  it  is  cheaper  for 
the  patient  if  he  is  treated  in  a  hospital  rather  than 
outside  because  he  gets  free  food,  laundry,  fuel,  etc., 
which  he  would  have  to  pay  for  if  he  were  sick  at  home. 
Thus  the  patient  prefers  to  be  treated  in  a  hospital  and 
the  doctor  is  aware  of  this.  It  may  also  be  more  con- 
venient for  the  doctor  to  treat  a  patient  in  the  hospital 
where  he  can  visit  at  times  of  his  own  choosing  and  more 
easily  terminate  the  consultation. 


(3)  Combatting  the  "moral  hazard."  The  assumption 
is  that  services  which  are  free  are  likely  to  be  unneces- 
sarily used.  Some  people  will  use  services  when  they 
are  not  ill  (e.g.  to  obtain  a  certificate  of  sickness  to  take 
time  off  work  and  receive  cash  benefits)  or  for  such 
trivial  health  needs  that  the  use  of  a  doctor's  time  is 
not  warranted. 

(4)  Conveying  price  signals  to  the  patient  and  via  the 
patient  to  the  physician  who  authorizes  the  use  of  re- 
sources. Here  the  objective  is  primarily  to  use  the  pa- 
tient as  a  way  of  communicating  to  the  physician.  If  the 
patient  has  to  pay  part  of  the  cost  and  the  physician 
knows  this,  it  is  argued  that  the  physician  will  become 
more  cost-conscious.  This  may  happen  because  he  thinks 
patients  will  decide  not  to  go  to  physicians  who  become 
known  locally  as  unnecessarily  costly  users  of  resources. 
Or  it  may  be  that  the  physician  will  want  to  present 
himself  to  the  patient  as  being  concerned  about  the 
patient's  pocket  as  well  as  about  the  patient's  health 
which  he  has  no  need  to  do  if  no  payment  falls  on  the 
patient.  It  is  accepted  that  the  bulk  of  the  use  of 
resources  is  not  the  physician's  own  time  (which  he  can 
ration  himself)  but  what  the  physician  authorizes  for 
the  patient  (pharmaceuticals,  diagnostic  tests,  treatment 
by  medical  auxiliaries,  hospital  care,  etc. ) . 


The  case  against  cost-sharing 


( 1 )  Nothing  should  be  done  which  would  discourage 
people  from  early  access  to  professional  services.  As 
mentioned  earlier,  the  poorer  and  the  less  educated  tend 
to  underuse  services.  Attempts  to  exempt  the  poor  from 
cost-sharing  are  never  wholly  successful  and  insofar  as 
they  are  successful  they  further  stigmatize  the  poor.  The 
principle  of  solidarity  avoids  this  stigma.  The  reduction 
in  use  from  those  who  ought  to  be  using  health  services 
more  than  at  present  is  too  damaging  to  justify  any  cor- 
rection of  abuse  or  moral  hazard  anions;  others.  Even 
charges  for  pharmaceuticals  may  make  some  people 
hesitant  to  go  to  the  physician  through  fear  that  they 
will  not  be  able  to  afford  the  pharmaceuticals  he  will 
prescribe. 

(2)  There  is  generally  no  longer  a  problem  of  scar- 
city of  health  care  resources  which  would  justify  prices 
being  used  to  direct  resources  towards  health  needs  of 
higher  priority. 

(3)  The  argument  about  home  savings  from  hospital 
care  is  greatly  overstated.  Account  needs  to  be  taken  of : 

(a)  the  cost  of  travel  for  relatives  visiting  the 
hospital ; 

(b)  the  cost  of  gifts  to  the  hospital  patient; 

(c)  purchases  made  of  new  bed  clothing  and  toi- 
letries by  the  patient  (what  has  been  called  "the  trous- 
seau effect" )  ;  and 

(d)  costs  which  fall  on  the  family  when  the  mother 
is  admitted  (e.g.  child  care  costs,  home  help  costs  and 
the  extra  cost  of  inefficient  catering  by  the  father  in  the 
form  of  meals  out  and  convenience  foods,  or  the  cost  of 
catering  for  a  relative  who  comes  to  stay  and  take  tem- 
porary charge  of  the  household) . 

An  alternative  way  of  allowing  for  home  savings  is 
by  reducing  pensions  and  sickness  cash  benefits  after  a 
period  of  stay  in  the  hospital.  This  method  is  applied 
in  the  United  Kingdom. 


(4)  Arguments  about  moral  hazard  fail  to  take  proper 
account  of  all  the  other  costs  of  using  health  services 
(travel  costs,  time  and  psychological  costs). 

(5)  Co-payments  do  not  stop  cost  inflation.  All  they 
might  do  is  to  create  a  temporary  check  before  the 
advance  of  costs  continues. 

(6)  It  is  wrong  to  punish  the  patient  for  the  lack  of 
price  consciousness  of  the  physician.  Moreover,  physi- 
cians do  not  and  normally  cannot  quote  costs  in  ad- 
vance. Nor  can  patients  who  are  worried  about  their 
health  or  their  child's  health  be  expected  to  negotiate 
charges  or  shop  around.  Any  financial  incentives  should 
operate  directly  on  the  physicians.  Alternatively,  regu- 
lation and  administrative  action  should  be  used  to  cor- 
rect excessive  or  unwarranted  use  of  resources.  If  any- 
one should  be  punished  it  should  be  the  physician  if  he 
authorizes  what  is  not  needed  (for  example,  by  fines  paid 
out  of  his  remuneration).  Politicians  seek  to  introduce 
cost-sharing  because  they  lack  the  courage  to  challenge 
the  power  of  well  paid  and  prestigious  professional 
groups  when  they  are  acting  irresponsibly. 

(7)  The  administrative  cost  is  seldom  fully  calculated 
and  compared  with  the  savings.  Many  health  care  Sys- 
tems do  not  at  present  have  to  maintain  detailed  records. 
In  such  cases  cost-sharing  would  make  it  necessary 
to  maintain  them  and  the  administrative  cost  would  not 
justify  the  savings.  The  more  complex  the  system  of 
exemptions  to  avoid  penalizing  children,  the  poor,  and 
others,  the  greater  the  administrative  costs  become.  Nor 
can  the  problem  be  resolved  by  relating  charges  to  in- 
come as  health  insurance  agencies  do  not  normally 
have  records  of  the  insured  person's  current  income.  In 
some  countries  there  would  be  strong  resistance  to  col- 
lecting the  charges.  In  the  Netherlands,  for  example, 
neither  doctors,  hospitals,  nor  the  insurance  companies 
want  to  bear  the  administrative  cost  and  suffer  the 
criticisms  of  patients  from  the  collection  of  charges. 


Cost-control  by  consumer  choice 
and  competition 


An  alternative  way  of  controlling  costs  could  be 
through  encouragement  of  competitive  health  insurance. 
Under  present  health  insurance  there  is  no  effective 
price  competition,  as  social  security  funds  act  as  oligop- 
olies. Moreover,  fee-for-service  payments  reward  physi- 
cians for  providing  more  and  more  costly  services  and 
hospitals  are  rewarded  with  more  revenue  for  generating 
more  costs.  This  is  the  basic  incentive  system  under  exist- 
ing oligopolistic  insurance.  The  aim  of  introducing 
competition  would  be  to  change  the  incentives,  so  that 
insurers  and  physicians  working  in  each  competitive 
health  insurance  agency  would  find  it  profitable  to  try  and 
provide  better  value  for  money  as  ultimately  judged  by 
consumers. 

One  way  of  achieving  this  would  be  to  give  each 
consumer  a  voucher  which  could  only  be  used  for 
health  insurance.  The  value  of  vouchers  would  vary  by 
age  and  sex  according  to  average  risk. 

Each  year,  each  consumer  would  have  the  opportunity 
to  choose  a  health  insurance  plan.  The  plans  would  be 
in  competition  with  each  other  and  would  offer  different 
patterns  of  care  at  different  prices.  All  insurance  plans 
would  be  required  to  accept  anyone  who  chose  to  join 
the  plan  without  discrimination.  The  premium  for  each 
plan  would  reflect  the  costs  of  providing  the  services. 
Each  plan  would  have  to  offer  defined  comprehensive 
benefits  and  full  protection  against  the  costs  of  cata- 
strophic illness.  These  and  other  rules  would  be  designed 
to  ensure  fair  competition.  Thus  any  plan  which  was 
able  to  offer  what  consumers  regarded  as  a  service  of 
adequate  quality  at  a  lower  price  would  attract  con- 
sumers. The  competitive  system  would  reward  plans 
which  provided  better  care  at  lower  costs. 

The  physicians  in  each  community  would  divide 
themselves  into  competing  economic  groups.  The  key 
to  generating  competitive  pricing  would  be  the  in- 
volvement of  the  physicians  working  for  each  plan  in 
the  search  for  ways  of  giving  better  value  for  money. 
There  would  be  room  for  the  physicians  working  in 
each  plan  to  receive  extra  remuneration  out  of  the 
savings  made  by  providing  better  value  for  money  for 
patients.  Plans  may  pay  the  physicians  working  for  them 
by  salary  or  capitation,  plus  bonuses.  A  plan  would 
become  noncompetitive  if  its  physicians  provided  un- 
necessary services — particularly  admissions  to  the  hos- 


pital. Such  plans  would  be  driven  out  of  business  by 
the  competition. 

Experience  with  prepaid  group  practices  in  the 
United  States  shows  that  costs  can  be  cut  substantially, 
if  doctors  are  given  the  incentive  to  do  so.  For  example, 
hospital  bed  usage  has  been  halved.  But  the  model 
would  not  depend  on  any  one  way  of  providing  services. 
For  example,  physicians  working  in  a  plan  could  be 
based  on  their  own  offices  and  be  paid  on  a  fee-for- 
service  basis  but  agree  to  control  costs.  Alternatively, 
general  practitioners  could  be  at  the  entry  point  of  the 
system  and  decide  what  was  and  what  was  not  necessary 
for  the  patient.  They  would  approve  all  bills. 

In  practice,  each  plan  would  be  working  on  a  budget 
basis.  The  premiums  they  attracted  from  consumers 
each  year  would  constitute  the  annual  budget  for  each 
plan.  The  task  would  be  to  provide  adequate  care  for 
all  members  out  of  this  budget  and  if  possible  achieve 
a  surplus  for  distribution.  A  substantial  surplus  in  one 
year  would  indicate  that  premiums  could  be  safely 
lowered  in  the  following  year  to  attract  more  members 
at  the  next  annual  stage  of  selection  of  plans  by  con- 
sumers. 

The  following  criticisms  can  be  made  of  the  conse- 
quences and  feasibility  of  the  system: 

( 1 )  The  whole  working  of  the  system  depends  on  the 
ability  of  consumers  to  select  plans  from  information 
provided  about  them  and  to  judge  whether  or  not  they 
are  getting  an  adequate  service.  While  the  selection  of  a 
plan  might  well  be  within  the  competence  of  better 
educated  consumers,  it  would  be  difficult  for  the  less 
educated  consumers.  They  might  simply  opt  for  the 
cheapest  plan.  Indeed,  some  consumers  might  not  exer- 
cise any  choice  at  all.  How  would  the  problem  be 
solved  for  those  who  did  not  select  a  plan  and  thus 
would  be  left  without  coverage? 

(2)  The  consumer  would  know  that  it  was  profitable 
to  the  physician  responsible  for  his  care  to  deny  him 
drugs,  X  rays,  pathological  tests,  and  to  persuade  him 
that  admission  to  the  hospital  was  unnecessary.  Would 
not  this  be  damaging  to  the  doctor/patient  relationship? 
The  fact  that  existing  HMOs  and  pre-paid  group 
practice  plans  retain  the  confidence  of  their  users 
does  not  guarantee  that  the  situation  would  not  be 
different  if  competition  became  really  fierce.  Would 


competition  lead  to  the  provision  of  services  by  some 
plans  which  were  grossly  inadequate  by  any  professional 
standard?  The  key  problem  of  health  care  is  that  while 
the  patient  can  judge  the  politeness  and  apparent  con- 
cern of  the  physician,  he  has  no  real  competence  to 
judge  whether  he  really  needs  particular  services,  what 
services  might  or  might  not  be  helpful  to  him,  or  even 
whether  he  has  been  denied  essential  services.  Patients 
who  become  disabled  may  be  grateful  to  their  physician 
for  saving  their  lives  without  knowing  that  their  disa- 
bility could  have  been  prevented  by  better  diagnosis 
and  more  services. 

(3)  Would  advertising  be  allowed  and  what  effect 
would  this  have?  If  some  plans  were  advertised  as 
offering  everything  you  could  possibly  want  from  any 


physician  or  hospital  you  chose,  how  many  people 
would  be  persuaded  to  opt  for  costly  and  wasteful  plans? 

(4)  While  competition  would  be  practicable  in 
highly  populated  areas,  there  could  not  be  effective 
choice  in  less  populated  areas. 

(5)  Could  competition  secure  that  professionals  were 
willing  to  practice  in  areas  which  were  not  attractive 
for  professional  people  to  live  in?  Might  it  not  make 
the  geographical  maldistribution  of  services  worse? 

(6)  How  could  it  be  possible  to  secure  the  transition 
to  competition,  when  most  physicians  and  most  hos- 
pitals would  be  likely  to  be  opposed  to  the  threat  of 
competition  to  their  security? 

(7)  Would  it  really  be  practicable  to  prevent  plans 
from  skimming  off  the  best  risks? 


Conclusions 


There  are  essentially  four  possible  ways  of  controlling 
the  cost  of  health  care  paid  for  by  public  funds  or 
health  insurance  contributions. 

The  first  would  be  to  try  and  introduce  price  com- 
petition between  health  insurance  providing  agencies. 
How  far  this  option  would  really  succeed  in  keeping 
down  costs  in  the  long  run  has  yet  to  be  established  on 
a  national  basis,  and  the  bureaucratic  costs  of  "policing" 
the  system  should  not  be  underestimated.  There  would, 
moreover,  be  considerable  problems  in  introducing  such 
a  system  to  cover  a  whole  nation.  Paradoxically,  it 
would  seem  easier  to  transform  monopoly  public  service 
systems  into  a  competitive  system  than  health  insurance 
systems  of  financing  which  pay  providers  on  a  fee-for- 
service  basis  and  hospitals  on  a  daily  charge  basis.  This 
is  because  budget  financing  and  capitation  or  salaried 
payment  of  physicians  are  already  well  established  in 
such  systems  of  financing  and  organizing  health  services. 

The  second  is  to  establish  local  budgets  for  health 
services  which  cannot  be  exceeded.  The  control  of  the 
budget  can  be  in  the  hands  of  representatives  of  consum- 
ers selected  by  political  election  or  appointment  and  who 
act  in  close  consultation  with  representatives  of  pro- 
viders. This  is  the  underlying  logic  of  the  British  or 
Italian  National  Health  services  or  the  Swedish  or 
Danish  systems  of  providing  health  services.  By  delegation 
and  decentralization  of  control,  detailed  bureaucratic 
regulations  can  be  kept  to  a  minimum,  but  the  admin- 


istrative cost  of  securing  effective  participation  in  de- 
cision-making should  not  be  underestimated. 

The  third  is  to  apply  really  effective  regulation  of 
providers  so  that  costs  are  contained.  That  regulation 
can  be  effective  is  shown,  for  example,  by  the  experi- 
ence of  France,  but  it  is  operated  there  within  a  con- 
text of  considerable  cost-sharing.  The  bureaucractic 
costs  of  effective  regulation  are  likely  to  be  high.  Whether 
the  German  system  of  cost  control  by  agreement  under 
the  concerted  action  program  provides  an  effective  long 
term  way  of  restraining  costs  has  yet  to  be  seen. 

The  fourth  is  to  apply  cost-sharing  to  the  extent  neces- 
sary to  keep  health  insurance  premiums  within  desired 
limits.  To  a  considerable  extent,  costs  are  likely  not  to 
be  reduced  but  shifted  back  to  the  direct  payment  of 
consumers.  The  administrative  cost  will  vary  according 
to  the  system  of  insurance.  What  is  very  doubtful  is 
whether  this  provides  a  permanent  solution.  While 
insurance  premiums  may  fall  temporarily  when  each 
further  dose  of  cost-sharing  is  applied,  premiums  are 
likely  soon  afterwards  to  resume  their  upward  trend. 
If  it  is  unacceptable  to  apply  cost-sharing  to  care  in  the 
hospital  (other  than  a  modest  daily  charge),  this  sector 
is  likely  to  go  on  and  on  increasing  in  cost  under  open- 
ended  insurance.  Indeed,  it  is  this  sector  of  care  which 
has  in  most  countries  been  causing  the  greatest  problems 
in  recent  decades. 


Appendices 


Workshop  I:  Financial  aspects  and  policies 

Moderator/Chairman  M.  Paff,  Augsburg 

Rapporteur  A.  Culyer,  York 

Secretary  H.  Hauser,  St.  Gallen 


The  Group's  discussion  was  divided  into  three  sections 
with  each  having  one  seminar  devoted  to  it.  In  the  first 
section  is  a  summary  of  the  discussion  of  some  funda- 
mental questions  relating  both  to  reasons  for  our  inquiry 
and  to  some  conceptual  issues.  The  second  section  sum- 
marizes the  discussion  of  the  economic  theory,  adminis- 
trative aspects,  and  empirical  evidence  relating  to  cost- 
sharing.  The  third  section  relates  to  alternative  methods 
of  obtaining  greater  efficiency  in  the  health  service  sector 
of  the  economy. 

Scope  and  concepts 

Discussion  was  organized  under  six  broad  subheadings: 
(a)  In  what  sense  are  health  care  costs  "too  great"/ 
rising  "too  fast"?  A  consensus  was  rapidly  reached  that 
costs  cannot  be  evaluated  as  too  high  or  low  without 
reference  to  objectives.  Members  of  the  group  did  not 
agree  as  to  the  exact  nature  of  the  appropriate  criterion 
or  criteria  of  evaluation,  but  all  agreed  that  the  mere 
assertion  that  costs  were  "too  high"  was  a  slogan  useful, 
perhaps,  for  politicians  confronting  tax  resistance  and 
having  difficulty  in  articulating  the  benefits  of  greater 
spending,  but  not  for  more  substantive  study  of  inter- 
national experience  or  for  the  development  of  defensible 
policy  options.  Provocative  views  included  the  Panglos- 
sian  one  that  whatever  is  spent  must  be  'right,"  otherwise 
consumers,  voters,  providers  and  politicians  would  have 
chosen  another — and  their  preferences  were  the  legiti- 
mate ones;  and  the  view  that,  contrary  to  the  slogan's 
sentiment,  since  the  marginal  value  of  greater  life  ex- 
pectancy was  very  substantial  indeed  (Jones-Lee  1976) 
the  health  sector  was  too  small  (a  view  that  seems  to 
ignore  the  problem  that  the  value  of  health  improvement 
that  cannot  technically  be  delivered  can  be  as  large  as 
you  like  without  implying  any  case  for  expansion  of 
service) . 

If  the  real  concerns  are  for  efficiency  and  justice,  per- 
centages of  GNP  are  an  irrelevance.  What  matters  are 

i)  alternative  costs  of  doing  basically  the  same  thing, 

ii)  costs  necessarily  incurred  relative  to  benefits  attributed 
to  the  costed  procedures.  And  this  was  true  whether  the 
objective  was  greater  efficiency,  greater  justice,  or  both. 

Several  members  voiced  the  view  that  underlying  the 


concern  over  rising  cost  was  an  increasing  suspicion  that 
the  pay-off  was  in  fact  rather  small.  There  was,  of 
course,  evidence  to  show  that  the  incremental  effect 
of  health  spending  in  aggregate  on  mortality  rates  (ad- 
mittedly a  crude  measure)  was  zero  or  near  zero;  inter- 
national evidence,  though  patchy,  suggested  not  dis- 
similar health  outcomes  for  widely  ranging  expenditure; 
there  was  evidence  of  increasing  iatrogenic  disease;  and 
increasing  epidemiological  microevidence  of  the  ineffec- 
tiveness of  many  treatments  (including  much  costly  hos- 
pital treatment) . 

( b )  Should  concern  be  over  costs  of  expenditures,  public 
or  private?  The  general  feeling  was  that  social  oppor- 
tunity costs  were  the  relevant  concept.  In  practice,  be- 
cause of  the  difficulty  in  quantifying  social  costs  (includ- 
ing, for  example,  waiting  times,  patient  and  family  costs, 
costs  falling  on  sectors  related  to  the  health  sector)  total 
expenditures  were,  at  least  in  the  aggregate,  a  useful 
cost  index.  However,  many  members  felt  that  prices  in 
the  medical  sphere  were  so  severely  inadequate  as  re- 
source allocation  guides  (due  to  monopoly,  externality, 
X  inefficiency,  etc.),  that  social  opportunity  cost  and 
microeconomic  evaluative  studies  were  the  proper  way 
forward. 


(c)  Costs  to  whom?  There  was  some  discussion  of  the 
desirability  of  nonprice  rationing  (e.g.  by  waiting  time) 
and  it  was  noted  that  total  health  care  costs  can  be  made 
to  appear  falsely  low  by  adopting  strategies  designed  to 
shift  costs  from  the  marketed  to  non-marketed  sector. 
The  familiar  distinction  between  transfers  and  costs 
was  also  made.  The  general  feeling  seemed  to  be  that 
full  costs,  to  whomsoever,  should  be  taken  account  of 
bearing  in  mind  their  distribution  as  well  as  allocative 
role. 

(d)  Can  cost-sharing  be  discussed  independently  of 
health  outcomes?  There  seemed  a  general  assent  to  the 
view  that  the  answer  to  this  question  had  to  be  "NO." 
Two  specific  points,  however,  emerged  from  the  discus- 


sion.  First,  the  linkage  between  costs  of  acquiring  care, 
utilization,  and  health  status  are  hard  currently  to  es- 
tablish— although  we  have  some  price-elasticity  of  de- 
mand data,  there  is  little  agreement  as  yet  on  how  health 
status  ought  to  be  defined,  let  alone  measured,  and  little 
"engineering-type"  knowledge  of  the  effects  of  medical 
processes  on  health  status.  Second,  it  was  recognized 
that  community  concern  over  health  status  implied  a 
merit  good,  or  externality,  element  in  the  characteristics 
of  an  efficient  health  system.  This  was  a  notion  that  a 
minority  of  the  members  of  the  group  seemed  unhappy 
with. 

(e)  What  is  cost-sharing?  Although  this  issue  was  not 
specifically  resolved  at  this  meeting,  it  became  clear  from 
subsequent  discussion  that  the  relevant  idea  concerns 
the  effects  of  increasing  the  money-price  to  consumers  of 
acquiring  health  care  on  demand  and  utilization. 

(f)  Why  are  we  focussing  on  cost-sharing?  The  prima 
facie  case  for  looking  at  cost-sharing  had  essentially  three 
elements:  to  deter  utilization,  to  induce  cost  conscious- 
ness and  (by  reducing  the  number  of  small  bills  proc- 
essed) to  reduce  administrative  costs.  Each  of  these 
points  was  taken  up  in  later  sessions. 

Cost-sharing 

The  basic  issues  discussed  related  to  efficiency  and  equity 
and  there  was  disagreement  both  about  the  issues  of 
principle  and  the  evidence  bearing  on  them.  The  basic 
concern  regarding  efficiency  was  the  hope  that  copay- 
ment  would  reduce  the  demand  for  ineffective  or  trivial 
care.  Against  this  it  was  argued  ( 1 )  that  moral  hazard 
was  indeed  reduced  by  copayment  but  the  more  it  was 
reduced  the  smaller  were  the  welfare  gains  from  being 
insured;  (2)  that  copayment  only  affected  the  demands 
for  primary  care,  not  for  hospital  care  where  the  main 
waste  occured  (disagreement  existed  about  the  effects 
on  the  indirect  demand  for  hospital  care)  ;  (3)  that  the 
fee  for  the  first  visit  was  all  that  could  be  known  by  the 
patient  prior  to  a  course  of  treatment  so  the  disincentive 
effect  had  to  be  small  anyway;  (4)  that  even  if  demand 
fell  in  the  short  run,  it  may  rise  in  the  longer  run  if 
serious  disease  remains  undetected  at  an  early  age,  be- 
cause of  income  effects  on  the  demand  for  unhealthy 
consumption  and  through  other  effects;  (5)  that  stand- 
ardized copayments  worked  against  the  efficient  inter- 
nalization of  consumption  externalties  which  would  re- 
quire further  subsidies  since  the  poorer  were  invariably 
the  sicker  but  had  lower  utilization  rates  than  the  better 
off;  (6)  that  the  behaviourally  relevant  demand  is  any- 
way largely  that  of  the  producer  rather  than  the  con- 
sumer. 

As  regards  equity,  it  was  never  properly  differentiated 
from  the  efficiency  questions  related  to  internalizing  ex- 


ternalities. One  view  was  that  income  distributional 
questions  could  be  resolved  by  suitable  lump  sum  trans- 
fers which  were  more  efficient  anyway  than  transfers 
in  kind.  Against  this  it  was  argued  that  lump  sum  trans- 
fers never  actually  happen  and  that  the  efficiency  as- 
pects of  income  transfers  took  account  only  of  the  wel- 
fare of  the  recipients,  not  that  of  those  financing  the 
transfer  who  typically  wish  to  affect  specific  consump- 
tion behaviour  of  recipients.  Other  arguments  touched 
on  the  irrationality  of  man  in  general,  or  of  man  when 
sick,  or  paying  for  the  care  of  sick  dependents,  which 
tended  to  favour  a  paternalist /merit  good  treatment  of 
the  issue. 

The  general  view  was  one  of  profound  scepticism  of 
both  the  efficiency  and  the  equity  values  of  cost-sharing. 
Attempts  to  overcome  some  of  these  problems  by,  for 
example,  having  a  system  of  income-related  maximum 
contributions  were  thought  to  lead  to  inequity  and  high 
administrative  cost  due  to  difficulties  in  identifying 
peoples'  incomes  and  due  to  short  term  cyclical  effects 
on  income  leading  to  continuous  variation  in  eligibility 
for  large  numbers  of  people.  In  some  countries,  just  to 
initiate  the  system,  which  would  require  new  patient- 
record-keeping  systems,  would  be  very  costly. 

Independently  of  these  points  it  seemed  that  cost- 
sharing  was  aimed  at  the  wrong  target — the  major  cost 
centers  were  hospitals,  major  equipment,  and  medical 
and  hospital  staff  salaries.  The  impact  of  cost-sharing 
on  these  would  be  negligible. 

Alternatives  to  cost-sharing 

It  seemed  to  be  agreed  that,  following  earlier  discussion 
and  Enthoven's  afternoon  paper,  the  major  cause  of 
high  costs  was  the  provision  of  unnecessary  (because 
ineffective)  medical  care.  If  this  becomes  the  criterion 
of  efficiency  then  it  seemed  desirable  to  reduce  incentives 
to  provide  more.  Indeed,  the  logical  extreme  seems  to 
be  to  adopt  the  British  model  where  the  physicians' 
decisions  are  almost  entirely  divorced  from  the  payment 
system  in  both  community  and  hospital  care.  Profes- 
sional judgment  was  exercised  (for  good  or  ill),  within 
the  constraints  set  by  available  cooperating  resources 
which  were  themselves  set  by  the  judgments  of  profes- 
sionals operating  in  a  given  budget.  Enthoven's  model 
seemed  to  be  a  decentralized  example  of  this  more 
monolithic  species  of  prepayment. 

While  there  was  some  talk  about  changing  the  sys- 
tem of  hospital  reimbursement,  there  seemed  agree- 
ment that  the  facility  of  direct  controls  of  input  prices, 
quantity  of  inputs  and  physician  practices,  varied  from 
country  to  country.  A  large  menu  of  possibilities  was 
run  through  though  little  empirical  evidence,  or  formal 
theorizing,  was  offered  on  the  points  mentioned. 

In  short,  the  ingredients  abounded  but  it  was  not 
decided  which  kind  of  cake  could  be,  or  should  be,  baked. 
(The  proof  of  the  pudding  is  in  the  eating,  not  in  the 
cookery  book.) 


Workshop  II.  Risk  and  insurance  policies 
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Discussions  and  results  of  workshop  II  were  influenced 
by  the  fact  that  this  group  was  largely  composed  of 
insurance  and  medical  practitioners  who  wished  to 
draw  from  their  discussions  about  cost-sharing  conclu- 
sions having  a  practical  bearing  on  their  daily  problems. 

Although  public  insurance  institutions  have  a  domi- 
nant role  in  sickness  insurance,  they  offer  little  scope  for 
drawing  practical  conclusions  from  their  experience, 
because  normally  both  contributions  and  benefits  are 
fixed  by  law  and  are  changed  only  infrequently.  Thus 
they  can  provide  little  experience  of  changing  premium 
rates,  deductibles,  choices  among  alternative  covers, 
etc.  In  this  situation  private  insurance,  although  only 
covering  a  very  small  part  of  sickness  risks,  provides 
the  principal  source  of  experience  in  relation  to  cost- 
sharing. 

The  group  addressed  itself  to  the  following  specific 
questions: 

1.  general    and    specific    objectives    for  health 
services ; 

2.  costs  and  cost-sharing  systems  related  to  in- 
surance. 

3.  insurance  policy  and  product  design: 

in  terms  of  control  of  primary  demand, 
in  terms  of  control  of  secondary  demand; 

4.  conclusions  concerning  further  activity. 

General  and  specific  objectives  for  health  services 

It  is  important  that  health  services  be  available  and 
accessible.  However,  the  ultimate  purpose  of  health  serv- 
ices is  not  the  production  of  services  as  an  end  in  them- 
selves or  as  a  source  of  employment,  but  as  a  means  for 
improving  health.  Health  in  this  context  may  be  defined 
pragmatically  as  the  ability  of  the  individual  to  func- 
tion satisfactorily  within  the  limits  of  his  biological  and 
social  possibilities.  Cost-sharing  affects  not  only  the  de- 
mand for  health  services,  but  also  health  related  be- 
havior, patient  behavior  and  service  producer  behavior. 
However,  the  impact  of  cost-sharing  mechanisms  on 
these  elements  of  behavior  is  only  an  intermediate  result. 
The  final  criterion  should  be  their  effect  on  health. 
Moreover,  the  effects  of  cost-sharing  should  not  merely 


be  assumed  on  a  philosophical  basis  but  measured 
empirically  and  monitored  continuously. 


Cost  and  cost-sharing  systems  related  to  insurance 

Costs  may  be  considered  in  four  categories: 


visible 

invisible 

direct 

1 

2 

indirect 

3 

4 

Direct  costs  are  those  of  producing  health  services.  In 
formal  health  services  thfcse  costs  are  visible  as  money 
flows  in  budgets  and  accounts  ( 1 ) .  There  are,  however, 
other  direct  costs,  not  reflected  as  money  flows  in  formal 
budgets,  such  as  the  costs  of  care  provided  by  the 
patient's  family,  which  may  be  described  as  invisible 
direct  costs  (2).  Indirect  costs  are  those  arising  as  a 
consequence  of  health  problems  other  than  the  cost 
of  producing  health  services.  These  costs  may  occur  as 
indirect  visible  costs  such  as  losses  in  production  due  to 
absence  from  work,  incapacity  or  death  (3).  Finally, 
there  are  indirect  invisible  costs,  commonly  referred  to 
as  'intangibles',  i.e.  the  'costs'  of  pain,  worry,  grief,  etc. 
(4). 

Commonly  only  direct  visible  costs  are  taken  into 
account  when  risk  and  insurance  policy  questions  are 
being  considered.  However,  if  sub-optimal  solutions  are 
to  be  avoided  all  types  of  costs  and  their  distribution 
between  all  of  the  parties  involved  should  be  considered. 
Cost-sharing  is  a  complex  dynamic  process  undertaken 
in  pursuit  of  various,  and  sometimes  fundamentally 
different,  objectives  and  with  many  possible  conse- 
quences. Although  a  cost-sharing  scheme  may  be  intro- 
duced with  some  particular  objective  in  view,  its  end 
results  may  be  more  widespread,  involving  undesired 
effects  in  other  quarters. 

The  objectives  of  cost-sharing  commonly  include: 

(1)  transfer  of  purchasing  power  of  various  kinds, 
e.g.  between  the  healthy  and  the  sick,  the  rich  and  the 
poor,  individuals  and  society,  etc.; 

(2)  limitation  of  demand  for  health  services  and 
of  the  costs  thereof; 


(3)  to  provide  additional  revenue; 

(4)  to  influence  health  service  production  methods. 
In  recent  years  there  has  been  an  increasing  concern 

about  overall  expenditure  on  health  services,  and  cost- 
sharing  has  been  seen  as  one  method  of  cost  containment. 
However,  this  has  not  been  the  traditional  economic 
concern  of  cost-sharing  expressed  in  terms  of  the  in- 
dividual directly  contributing  towards  the  costs  of  the 
health  services  he  consumes  in  addition  to  the  premium 
he  has  already  paid.  The  economic  debate  has  mainly 
been  concerned  with  the  efficient  allocation  of  resources. 

There  are  two  components  to  the  efficient  sharing  of 
risks  via  an  insurance  mechanism: 

(1)  whether  the  premium  payment  to  the  insurer 
reflects  the  expected  value  of  the  risk  transferred  plus 
an  additional  payment  to  cover  the  insurer's  administra- 
tive costs;  and 

(2)  what,  additional  contribution,  if  any,  an  in- 
sured person  is  required  to  make  towards  the  cost  of 
the  medical  services  he  consumes  plus  the  insurer's  incre- 
mental administration  costs  arising  therefrom. 

Whether  cost-sharing  by  way  of  additional  contribu- 
tions by  policyholders  towards  the  cost  of  health  services 
at  the  time  they  are  consumed  would  lead  to  more 
efficient  use  of  resources  depends  on: 

(1)  the  nature  of  the  cost-sharing  in  relation  to 
the  structure  of  claims  and  administrative  costs;  and 

(2)  the  impact  on  consumer  behavior. 

For  small  losses  where  the  #mount  claimed  is  likely 
to  be  less  than  the  insurer's  administration  costs  a  de- 
ductible should  be  imposed,  i.e.  the  policyholder  should 
be  required  to  pay  himself  any  loss  up  to  an  agreed 
amount.  Where  administrative  costs  are  proportional  to 
the  number  but  not  the  value  of  claims  the  individual 
should  make  a  fixed  co-payment  in  respect  of  each  claim. 
If  administrative  costs  are  proportional  to  the  pecuniary 
value  of  claims,  a  proportional  co-insurance  rate  should 
be  imposed,  i.e.,  the  policyholder  would  pay  x  percent 
of  each  loss.  It  may  be  desirable  to  use  a  combination 
of  these  cost-sharing  methods. 

Individuals  who  are  fully  insured  may  decide  that  it 
is  in  their  self  interest  to  demand  more  health  care  than 
if  they  had  to  incur  the  full  social  cost  themselves.  In 
order  to  offset  this  so-called  'moral  hazard'  effect  an 
insured  person,  besides  paying  a  premium,  should  be  re- 
quired to  make  some  additional  out-of-pocket  contribu- 
tion towards  the  cost  of  any  medical  services  he  con- 
sumes. The  greater  the  price  responsiveness  for  health 
services,  the  higher  should  be  the  proportion  paid  by  the 
consumer  in  order  to  minimize  the  welfare  losses. 


Insurance  policy  and  product  design 

In  terms  of  control  of  primary  demand.  The  workshop 
discussed  the  possibilities  of  control  of  primary  demand 
(i.e.  the  demand  for  health  services  by  consumers) 
based  on  the  results  of  private  insurance  in  Switzerland 
and  the  Federal  Republic  of  Germany.  In  both  countries 


private  insurers  have  already  developed  a  variety  of 
cost-sharing  mechanisms  and  have  some  practical  ex- 
perience of  their  use.  These  mechanisms  consist  generally 
of  deductibles  and  coinsurance  and  in  return  insurers 
can  allow  premium  reductions.  The  objective  of  such 
cost-sharing  mechanisms  is  to  reduce  primary  demand 
and  there  is  some  evidence  that  they  are  effective.  The 
workshop,  however,  made  it  clear  that  up  to  now  not 
enough  is  known  about  either  the  qualitative  or  quantita- 
tive effects.  The  following  problems  were  identified: 

•  What  is  the  share  of  primary  demand  compared  with 
the  total  demand  in  health  care  systems? 

•  What  degree  of  reduction  in  primary  demand  is 
achieved  by  such  sharing  of  health  care  costs? 

•  Does  individual  choice  by  the  customer  and  risk  21 
selection  by  the  insurer  modify  those  effects? 

•  Is  medically  necessary  primary  demand  also  reduced 
and  if  so,  by  which  of  the  mechanisms? 

During  the  discussion  of  those  problems  the  representa- 
tives of  the  private  insurance  companies  declared: 

•  Different  cost-sharing  schemes  should  be  offered  to 
permit  individual  choice  in  risk  selection  aimed  es- 
pecially at  eliminating  claims  for  very  small  sums. 
Thus  uneconomic,  expensive  claims  administration 
can  be  avoided. 

•  The  reduction  in  premium  levels  that  can  be  achieved 
through  cost-sharing  positively  contributes  to  the  con- 
tinuation of  private  insurance. 

•  Legal  controls  in  Germany  and  Switzerland  prevent 
premiums  being  deliberately  manipulated  to  influence 
the  consumer  into  buying  certain  variants  of  cost- 
sharing  policies. 

In  terms  of  control  of  secondary  demand.  There  is  no 

evidence  available  on  which  to  estimate  the  impact  of 
cost-sharing  schemes  on  controlling  secondary  demand, 
i.e.  the  demand  for  health  care  resources  generated  by 
the  producers  of  such  services.  However  it  is  possible 
that  some  forms  of  cost-sharing  could  have  some  benefit. 
Among  the  points  discussed  by  the  workshop,  particular 
emphasis  was  placed  on: 

•  The  introduction  of  an  economic  dimension  into  the 
doctor-patient  relationship  may  encourage  a  common 
responsibility  for  ensuring  that  treatment  conforms 
more  closely  to  an  economic  optimum. 

•  The  questioning  of  suggested  forms  of  treatment  lead- 
ing to  fuller  discussion  between  patients  and  doctors 
may  itself  have  some  therapeutic  side-effect  and  con- 
tribute to  health  education. 

•  Different  methods  of  cost-sharing  as  opposed  to  full 
indemnity  insurance  systems  may  influence  behavior 
in  various  degrees. 

Conclusions  concerning  further  activity 

The  group  thought  it  important  that  policymakers  should 
be  clear  as  to  the  objectives  which  should  be  set  for 


health  care  services,  and  that  regard  should  be  paid  to 
all  of  the  costs  of  policies  pursued.  It  was  agreed  that 
there  is  no  indisputable  evidence  that  the  supply  of  health 
care  has  outstripped  needs.  Therefore,  cost-sharing 
should  not  be  viewed  simply  as  a  means  of  cost  con- 
tainment. The  group  then  examined  cost-sharing  in  the 
narrow  sense  of  the  consumer  making  some  additional 
contribution  at  the  time  he  consumes  health  services  to 
the  cost  of  their  production.  Given  full  insurance  it  may 
be  in  the  insured's  interest  to  consume  more  health 


services  than  if  he  were  required  to  pay  a  price  equal  to 
their  social  cost.  Cost-sharing  may  be  a  means  of  dealing 
with  moral  hazard  problems  and  thereby  reducing  health 
service  costs.  However,  it  is  highly  desirable  that  before 
cost-sharing  policies  are  introduced,  better  empirical 
evidence  is  obtained  regarding  the  affects  of  the  various 
methods.  These  questions,  especially  the  application  of 
risk  management  concepts  with  regard  to  financial  and 
non-financial  participation,  merit  further  research  and 
discussion  among  all  partners  in  health  insurance. 
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Introduction 

The  members  of  the  workshop  discussed  basically  the 
following  issues:  what  social  security  and  alternative 
systems  would  lead  to  better  value  for  money  in  health 
care?  How  would  alternatives  be  defined?  What  was 
the  role  of  the  market? 

Another  set  of  issues  centered  around  the  question  of 
what  characteristics  would  be  most  useful  in  comparing 
different  systems  regarding  cost-sharing? 

Finally,  principles  of  cost-sharing  were  established  and 
questions  such  as  the  following  discussed:  what  was  the 
meaning  of  "costs"  in  this  context?  What  was  the  mean- 
ing of  consumer  (financial)  involvement? 

Social  security  and  alternative  systems.  "Market"  is,  in 
the  context  of  this  discussion,  defined  as  the  availability 
of  different,  comprehensive,  competing  practice  plans 
(such  as,  in  the  American  context,  prepaid  group  prac- 
tice plans,  the  Kaiser  foundation  plan,  the  Palo  Alto 
Clinic) .  In  other  words,  market  is  not  defined  in  terms 
of  choice  between  individual  services,  but  choice  be- 
tween total  systems.  Thus,  the  problem  both  of  under- 
serving  and  overserving  could  be  tackled,  breaking  up 
the  community  of  doctors  in  little  competing  segments. 
A  further  advantage  under  such  market  conditions  is 
seen  in  the  fact  that  the  management  of  resources  falls 
on  the  providers.  Furthermore,  changes  and  innovations 
are  easier  to  realize  as  e.g.  in  public  insurance  systems 
where  rules  and  regulations  are  all  fixed  in  law. 

It  was  pointed  out,  however,  that  historically,  Europe 
had  had  some  comparable  experience  with  competing 
systems:  a  hundred  years  ago,  in  the  United  Kingdom, 
the  Federal  Republic  of  Germany  and  Denmark,  there 
were  in  fact  competing  sickness  funds;  however,  they 
exploited  the  doctors,  using  a  payment  scheme  by 
capitation.  The  consumers  didn't  like  it  either,  as  not 
everybody  got  the  same  service  at  the  same  price.  Today, 
the  introduction  of  competing  systems  in  Europe  seems 
complicated  by  the  fact,  that  social  security  and  health 
insurance  is  so  much  related  to  income  redistribution. 

When  discussing  the  differences  between  the  American 
and  the  European  health  care  systems,  what  character- 
istics can  be  used  to  compare  different  cost-sharing 
schemes? 


Comparison  of  systems  regarding  cost-sharing.  The  fol- 
lowing list  of  items  was  established  for  use  in  inter- 
national comparisons: 


( 1 )  Consumer's  payments 

a. 

Income  related  lees/ 

taxes 

b. 

Insurance  premiums/ 

degree  oi  risk 

differentiation 

c. 

Fee  for  service 

d. 

Combinations  with 

deductibles  and  copay- 

ments 

e. 

Tax  deduction  rules 

(2) 

Provider's  Revenue 

a. 

Fixed  Budget 

b. 

Capitation 

c. 

Fee  for  service 

(3) 

Consumers'  choice 

a. 

Competition  between 

providers  (Insurance 

organizations) 

b. 

No  competition  (voice) 

(4) 

Coverage 

a. 

Compulsory 

b. 

Non-compulsory 

(5) 

Relationship 

a. 

Completely  Integrated 

Insurance-provider 

b. 

Reimbursement  relation- 

ship 

(6) 

Ownership 

a. 

Government 

Provider-Insurance 

b. 

Non-profit 

c. 

Private  profit 

maximizing 

Principles  of  cost-sharing.  The  workshop  members  ex- 
pressed scepticism  as  to  the  efficiency  and  equity  of  cost- 
sharing;  in  addition,  it  was  felt,  that  cost-sharing  in- 
volving the  consumer  for  purposes  of  cost-containment 
may  be  aimed  at  the  wrong  target. 

During  the  last  decades  the  health  sector  in  almost 
every  country  has,  to  an  overwhelming  degree,  been 
getting  financed  directly  or  indirectly  by  public  taxes, 
social  insurance  fees  or  through  tax  deductions  (or  non- 
taxed  insurance  payed  by  the  employers).  The  institu- 
tional arrangements  vary  from  country  to  country  but 
it  is  hardly  an  overstatement  to  say  that  direct  user 
charges  play  an  insignificant  role  in  the  financing  of 
health  care.  It  should  also  be  noted  that  there  is  hardly 
any  difference  for  the  individual  consumer  if  he  pays  a 


social  insurance  fee  or  a  private  insurance  fee  which  is 
tax-deductable  when  he  really  needs  health  services — 
in  both  cases  the  user  charges  will  be  close  to  zero. 

However,  most  European  systems  don't  allow  enough 
competition  to  allow  the  market  to  define  "ideal"  co- 
payment  rates.  But  even  then,  it  is  not  clear  whether 
copayments  would  deter  people  from  having  e.g.  a 
cholezystectomy,  an  operation  for  which  widely  differing 
rates  in  Europe  can  be  found.  In  an  ideal  world,  cost- 
sharing  would  depend  on  the  types  of  services  and  the 
types  of  disease.  But,  on  the  other  side,  there  is  also  the 
cost  of  regulation  or  a  high  cost  to  complexity.  Income 
related  deductibles,  or  depending  on  types  of  disease, 
are  rather  hard  to  manage.  Furthermore,  there  are  a 
number  of  serious  defects  of  copayment  at  the  place  of 
service,  limiting  further  the  use  of  this  instrument  in 
cost  control.  Copayment  is  not  a  correct  economic  incen- 
tive. Often,  it  takes  place  after  the  fact,  i.e.  after  the 
use  of  services.  Finally,  the  time  of  need  is  a  bad  time 
to  make  choices. 

The  following  list  of  cost-sharing  principles  was  es- 
tablished; it  ought  to  be  considered  in  creating  or  judg- 
ing any  such  system: 

( 1 )  Equity.  Any  cost-sharing  system  must  not  prevent 

access  to  essential  medical  needs  by  any 
individual 

(2)  Allocation  efficiency.  Any  cost-sharing  system 

should  provide  incentives  to  all  of  the 
participants  (patients,  providers,  insurers) 
to  maximize  value  versus  cost  of  the  health 
services 


(3)  Consumer   sovereignty.    Any   cost-sharing  system 

should  allow  individuals  to  choose  any 
treatment  for  which  they  as  individuals 
are  prepared  to  pay  the  total  cost 

(4)  Controlling  moral  hazard.  Persons  who  voluntarily 

place  themselves  at  higher  risks  (by  smok- 
ing, etc.),  should  pay  a  correspondingly 
higher  proportion  of  the  cost  of  any  health 
care  which  may  be  necessitated  by  that  risk 
factor 

(5)  Administrative  efficiency.  Any  cost-sharing  should 

be  easy  to  communicate  to  the  participants 
and  should  not  create  excessive  adminis- 
trative costs 

(6)  Neutrality.  Copayment  schemes  should  not  disturb 

relative  prices  of  factors  of  production 
(doctors,  hospitals,  drugs) 

What  are  the  issues  that  ought  to  be  taken  in  con- 
sideration when  discussing  "costs"  in  this  context? 

•  Costs  are  "too  high"  in  what  sense? 

•  What  are  the  alternative  costs  of  providing  the  same 
services? 

•  Costs  must  be  reviewed  vis-a-vis  benefits. 

•  Costs  should  be  social  opportunity  costs  (difficulty  of 
quantification  of  time  costs,  family  costs) 

In  concluding,  the  following  comparison  was  quoted: 
the  number  of  physician  visits  remained  stable  in  a 
system  such  as  the  national  health  service,  whereas  it 
increased  considerably  in  a  system  with  fee-for-service, 
such  as  Federal  Republic  of  Germany.  Where,  then,  lies 
the  moral  hazard,  with  the  provider  or  the  consumer? 


Summary:  final  session 


The  final  session  of  the  meeting  was  designed  to  provide 
an  opportunity  for  individuals  with  a  variety  of  responsi- 
bilities and  perspectives  to  present  their  views  of  cost- 
sharing  as  a  public  strategy.  The  objective  was  to  place 
into  a  real  world  context  many  of  the  issues  which  had 
been  discussed  in  more  theoretical  terms. 

Geissler  began  the  discussion  by  pointing  up  a  conflict 
between  the  focus  and  limitations  of  cost-sharing  and 
the  German  political  realities.  He  noted  that  all  cost- 
sharing  strategies  are  aimed  at  allocating  services  by 
influencing  the  behavior  of  individuals,  while  politically 
viable  strategies  require  a  more  general  focus.  Uncertainty 
as  to  the  impacts  of  cost-sharing  on  utilization  and  access 
to  care  tend  to  limit  its  applicability,  particularly  in 
those  countries  where  there  is  an  explicit  or  implicit 
commitment  to  make  available  a  desired  level  of  medical 
care  services.  He  emphasized  that  the  interactions  among 
consumers  and  providers  of  care  were  more  important 
than  the  individual  behaviors  which  cost-sharing  empha- 
sized. 

Brandt  also  noted  the  need  to  rely  on  strategies  for 
influencing  the  health  care  system  that  can  stand  the 
test  of  political  feasibility,  a  test  which  may  limit  choice 
of  policy.  The  extent  of  cost-sharing  necessary  to  influ- 
ence behavior  patterns  of  the  demand  side  seems  to  be 
politically  inacceptable  in  most  European  countries. 
Moreover,  the  use  of  cost-sharing  to  influence  the  level 
and  composition  of  demand  was  not  seen  as  having 
much  value  in  absence  of  direct  incentives  to  physicians. 
However,  he  did  see  a  potentially  useful  role  for  cost- 
sharing  as  a  vehicle  for  financing  part  of  the  medical 
care  bill,  which  in  Europe,  to  a  very  high  degree,  is 
financed  by  public  health  insurance  schemes.  Such  a 
strategy  could  also  have  a  beneficial  impact  on  market 
performance  by  stimulating  competition  in  some  sectors 
of  the  health  care  system  and  prevent  the  request  for 
more  regulation  and  limitation  of  demand  and/or  supply 
of  health  care  goods. 

Zimmerman,  while  acknowledging  the  potential  of 
cost  sharing  as  an  influence  on  unnecessary  demand, 
emphasized  the  need  to  limit  its  application  to  those 
providers  in  the  system  who  had  the  ability  to  influence 
the  use  of  resources.  While  cost-sharing  could  yield  some 
positive  results  when  applied  to  physicians'  services,  the 


services  of  other  auxiliary  personnel  should  be  com- 
pensated by  non-profit,  non-market,  competitive  strate- 
gies. A  role  for  cost  sharing  in  stimulating  a  more 
rational  pricing  structure  was  also  suggested. 

von  Wartburg  emphasized  the  role  of  prices  in  con- 
sumer decisionmaking.  Cost-sharing  creates  a  situation 
in  which  consumers  must  make  decisions  to  utilize  serv- 
ices in  the  face  of  known  costs  which  they  personally 
incur.  To  the  extent  that  those  costs  reflect  resource 
requirements,  cost  sharing  can  stimulate  a  more  economi- 
cally efficient  use  of  resources.  This  used  of  cost  sharing 
as  an  "in-process  control"  mechanism  is  limited,  how- 
ever, since  it  may  conflict  with  other  distribution  goals. 
He  questioned  the  applicability  of  such  a  sharing  for 
groups  such  as  the  elderly  and  young  children  where 
public  commitment  to  access  to  care  may  override  the 
potential  for  cost-sharing  to  have  a  useful  impact. 

Carpenter  argued  that  cost-sharing  can  only  be  effec- 
tive when  consumers  are  faced  with  choice.  He  reiterated 
the  Enthoven  argument  that  any  system  can  incorporate 
cost-sharing  and  choice  "whether  payment  at  time  of 
service  or  prepayment  based."  The  important  point  is  to 
remember  that  fee-for-service  refers  to  the  basis  upon 
which  payment  is  made,  rather  than  the  timing  of  such 
payments.  A  pre-payment  plan  is  a  fee-for-service  plan. 
The  service  is  health  care  for  some  period  of  time.  He 
emphasized  the  need  to  inform  consumers  of  available 
choices  and  to  structure  systems  so  that  the  consumer  can 
benefit  directly  from  any  economies  achieved.  A  pre- 
ferred model  would  be  for  the  central  government  to 
provide  the  core  services  at  public  expense.  Levels  of 
care  beyond  this  base  would  be  a  matter  of  negotiation 
between  consumers  and  providers.  An  alternative  would 
be  to  provide  a  base  level  of  insurance  premium  support 
from  public  funds  leaving  individuals  free  to  spend 
more  and  get  more. 

Timmer  noted  that  the  problem  could  be  more  directly 
described.  The  costs  of  private  health  insurance  were 
growing  faster  than  incomes.  To  have  an  influence  on 
the  efficiency  of  the  system,  cost  sharing  would  have  to 
reduce  this  rate  of  growth.  Because  efficiency  must  ulti- 
mately be  defined  by  the  physicians,  cost  sharing  must 
act  to  reduce  costs  by  influencing  provider  behavior. 
Without  such  an  impact,  cost  sharing  becomes  only  a 


financing  strategy  which  shifts  the  burden  of  costs  with- 
out reducing  their  total. 

Frischknecht  suggested  that  the  decision  to  incorporate 
cost  sharing  in  a  national  health  program  is  not  an 
analytic,  research  generated  decision,  but  a  political 
choice  which  may  reflect  a  variety  of  influences.  Never- 
theless, expectations  as  to  the  impact  of  cost  sharing  and 
the  form  of  cost  sharing  are  likely  to  affect  that  decision. 

The  discussion  identified  some  areas  of  differences  of 
opinion  worthy  of  note.  For  some,  cost  sharing  was  seen 
as  an  influence  on  consumer  behavior  by  impacting  on 
the  demand  for  care.  For  others,  the  cost  sharing  impacts 
would  show  up  on  the  supply  side,  influencing  providers' 


choices  by  modifying  provider  incentives.  Each  of  these 
views  found  support  among  the  participants.  To  some 
extent,  the  expectations  about  locus  of  influence  were 
related  to  the  views  held  as  to  the  purpose  of  cost  sharing. 
For  many,  it  offers  the  promise  of  modifying  incentives 
in  the  system,  reducing  unnecessary  utilization,  and  con- 
taining rising  health  care  costs.  For  others,  it  represents 
only  an  alternative  strategy  for  financing  which  can 
reduce  the  burden  on  public  funds  by  placing  some  of 
that  burden  on  the  consumers  of  care.  Which  position  is 
correct  may  depend  on  the  degree  to  which  current 
health  care  needs  are  being  met  and  the  form  that  cost 
sharing  takes  in  different  health  care  systems. 
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